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THE LALOR-MONOPOLY PROBLEM: A POSITIVE PROGRAM 


H. GREGG LEWIS 


University of Chicago 


ENRY sIMONS’ “‘Some Reflections 
on Syndicalism’” is already the 
classic statement of the libertar- 

ian case against labor monopoly. But by 
Simons’ own standards the “Reflections” 
is an unfinished work: the ill was diag- 
nosed, but measures for the relief were not 
prescribed.? Meanwhile the labor-monop- 
oly problem has not become less serious; 
and although public awareness of the 
problem has, I believe, increased, little 
progress has been made toward effective 
legislative relief. The principal obstacle, 
to be sure, has been a lack of consensus 
on the case against labor monopoly.’ The 
continuation of old confusions concern- 
ing the ingredients of labor-monopoly 
power has also been an important bar- 
rier. This paper will attempt both to dis- 
pel some of these confusions and to 


* Journal of Political Economy, LII, No. 1 
(March, 1944), 1-25; reprinted in his Economic 
Policy for a Free Society (Chicago: University of 
Chicago Press, 1948), pp. 121-59. 


? There are at various points in Simons’ writings 
suggestions of prescriptions, but he did not develop 
them into a ‘‘positive program.” 


3 And this, in turn, is a part of the larger dis- 
agreement on the functioning of decentralized as 
opposed to centralized economies. 


sketch a positive program of legislative 

relief. 

The case for relief may be summarized 
in five propositions: 

1. Labor monopoly is private economic pro- 
tectionism of essentially the same type as 
private enterprise monopoly and has the 
same consequences: lower output and em- 
ployment in the protected area and the 
opposite in the unprotected. The case against 
it is the same as the case against enterprise 
monopoly and in general is the case for a 
free, decentralized economic order. 

. In an economy that is neither freer nor more 
progressive than the United States economy, 
private incentives work powerfully to under- 
mine both labor and enterprise monopoly 
when the rules of the economic game are 
neutral toward private monopoly. In the 
absence of state barriers to entry, the 
monopoly gains that unite those inside a 
monopoly ring will, in the long run, lure 
those outside to supply output competing 
with that of the monopoly. 

. But the rules of the game in this country 
are not neutral toward private labor mo- 
nopoly. In various ways state and federal 
statutes give monopoly power to private 
combinations and protect them from forces 
that otherwise would tend to destroy their 
power. It is reasonable to expect that 
repeal now of the pro-monopoly features of 
state and federal statutes would halt the 
increase of labor monopoly and eventually 
would reduce it substantially. 
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4. But neutral rules would not eliminate the 
monopoly problem; neutrality would not 
produce such a nice equilibrium between 
monopoly and antimonopoly forces that 
private monopoly would be destroyed before 
it could become a social problem. 

. The amount of labor monopoly is not now 
so great or so strongly held that positively 
antimonopoly law has improbable prospects 
of reducing labor monopoly to a tolerable 
level without also destroying democracy. 
For a long time we have had statutes, 

principally the Sherman Act, making en- 

terprise monopoly unlawful. Legislative 
proposals that would “‘put labor monop- 
oly under the antitrust laws’ are meri- 
torious, therefore, in emphasizing the es- 
sential likeness of labor monopoly and 
enterprise monopoly. Labor monopoly 
could be brought within the range of the 

Sherman Act simply by inserting the 

words ‘trade union, or employers’ as- 

sociation” after the word “‘trust’’ in sec- 
tions (1) and (3). Senator Willis Robert- 


son’s bill (S. 2912; 81st Cong., 2d sess.) 
would have done it by adding a proviso 
at the end of sections (1) and (3) that 
“when a labor organization or the mem- 


bers thereof have unreasonably re- 
strained trade or commerce,”’ neither the 
Norris—La Guardia Act nor the Clayton 
Act shall make such conduct lawful or 
immunize it from injunction. 

The effectiveness of such legislation, 
however, would rest heavily upon the 
meaning given to “labor monopoly”’ by 
the Supreme Court. The Court’s record 
in labor cases brought under the Sher- 
man Act prior to 1941‘ is not encourag- 
ing. It is fair, I think, to read the deci- 
sions in these cases as implying that the 
Court understood the Sherman Act, as it 
related to collective bargaining, as an 

4 In 1941, in a decision (United States v. Hutcheson, 
312 U.S. 219 [1941]) that is still the law, the Court 
construed the Clayton Act and the Norris—La 


Guardia Act to exempt labor monopoly from the 
Sherman Act. 
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antiboycott (both “primary”’ and “sec- 
ondary’’) act rather than an antimonop- 
oly act. On the other hand, the Court’s 
record in enterprise monopoly cases af- 
fords some hope that, if the Court were 
given another opportunity to make sense 
of the Act, it would make it genuinely 
antimonopoly. 

A more fruitful approach to labor- 
monopoly legislation is, I believe, that of 
limiting the size of collective bargaining 
units and making collusion among them 
unlawful.’ The size boundary that ap- 
pears to be least ambiguous is that of the 
enterprise or employer, ‘employer’ being 
interpreted generously, United States 
Steel, for example, rather than its various 
subsidiaries. The statute embodying such 
a principle would make it unlawful both 
for two or more employers and for the 
employees of two or more employers to 
engage in concerted action with respect 
to the terms of employment—wages, 
hours, and working conditions. 

Employer associations and federations 
of local company-sized unions would not 
be unlawful per se, but they would have 
to operate under a mandate to keep their 
hands strictly off collective bargaining. 
They could engage, for example, in politi- 
cal activities; they could establish them- 
selves as insurance or benefit societies; 
they could establish schools, banks, em- 
ployment exchanges, advisory services; 
they could do anything otherwise lawful 
that met the test of not effecting collu- 
sion or concerted action with respect to 
collective-bargaining units. 

Within the sphere of permitted con- 


’ The ‘“‘limitist” approach, of course, neither 
excludes nor supersedes the ‘“‘Sherman Act” ap- 
proach described in the two preceding paragraphs. 
Although the two approaches are complementary, 
I should not incorporate “‘limitist’’ legislation in the 
Sherman Act. However, the doctrines of con- 
certed action developed by the Court in Sherman 
Act cases would be essential to effective application 
of a limitist statute. 
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certed action between an employer and 
his employees, “‘bad practices,” though 
often not particularly pretty, would be 
untouched by the suggested law. Reduc- 
ing the scale on which collective bargain- 
ing is conducted would probably not 
eliminate these practices entirely but 
would almost certainly reduce them to 
problems having only temporary local 
significance. 

There are many, I know, who, dis- 
agreeing with the forecast just made, fear 
that legislation limiting the scale of col- 
lective bargaining, whether the above 
boundary or some other is used, will ag- 
gravate the strike problem. Even if it be 
admitted, however, that “time lost on 
strikes,’’ as that figure is usually meas- 
ured, would be increased substantially, it 
does not follow that the strike problem in 
the sense that is most meaningful would 
be made more serious. Time lost on 
strikes is only one of the dimensions of 
the strike problem; the extent to which 
the time lost is concentrated at a particu- 
lar time in a particular industry is the 
principal other dimension. Strikes are a 
social problem of more than local sig- 
nificance only when they leave few good 
economic alternatives open to those who 
would otherwise buy from or sell to the 
struck firms. This is true whether the 
seriousness of the problem is measured in 
terms of the immediate loss of output in 
the industry struck and in related indus- 
tries, in terms of the longer-run monop- 
oly consequences of the strikes, or in 
terms of the “social strife’ generated. If 
the time lost on strike in struck firms in 
1946, which was the worst strike year in 
our recent history, had been increased 
substantially, but had been distributed 
at random during the year among or- 
ganized enterprises, it is improbable that 
the strike problem would have been as 
great as it was.° 
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I do not see how the “limitist”’ legisla- 
tion proposed here could be enforced 
without reducing labor monopoly sub- 
stantially, unless the state itself were to 
foster labor monopoly through other 
statutes. This prediction stems from the 
proposition that the elasticity of demand 
for the output of an individual firm and 
the elasticities of supply to the firm of 
productive services are large; hence the 
opportunity for monopoly gains from in- 
trafirm collective bargaining is small, un- 
less the firm either alone or together with 
firms with which it is in collusion is large 
relative to the field of good alternatives 
open to buyers of its product and sup- 
pliers of its productive services. 

Some fairly large-scale collective bar- 
gaining, to be sure, would not be made 
unlawful; for example, that between 
United States Steel and its employees. 
Little will be gained on the antimonopoly 
yardstick, however, by defining “em- 
ployer” in such a way that each sub- 
sidiary of, say, United States Steel is a 
separate employer for the purposes of the 
suggested rule. The subsidiaries of United 
States Steel could hardly be expected to 
play successfully at being autonomous 
while their corporate ties were intact. 
The instances in which individual firms 
are so large that genuinely autonomous 
intrafirm collective bargaining would be 
significantly monopolistic, however, are 
very rare. 

The real problem is that of collusion. 
The limitist rule, of course, would forbid 


* The United States Bureau of Labor Statistics 
has estimated that 116,000,000 man-days were 
‘lost” in struck firms in 1946; this amounted to 
approximately 1.5 per cent of total man-days 
worked that year in industries other than those in 
which strikes rarely occur. Only rarely have man- 
days lost on strike per year in struck firms exceeded 
I per cent of total man-days worked per year 
according to the Bureau’s estimates. For recent 
data on time lost in strikes, see the Monthly Labor 
Review, particularly the May issues. 
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concerted collective-bargaining action in- 
volving more than one employer and the 
employees of more than one employer. 
Collusive behavior that is not continu- 
ously overt is difficult to achieve in indus- 
tries in which no single firm produces 
more than a small fraction of the indus- 
try output. Fortunately, the majority of 
the national income is produced in such 
industries. The limitist rule might be dif- 
ficult to enforce, however, in industries in 
which concentration of output is high 
and a “dominant”’ firm, like United 
States Steel, sets a pattern that other 
firms in the industry tend to follow with- 
out apparent overt collusion. The prob- 
lem in these industries is not that of de- 
tecting collusion, for the common pattern 
of behavior itself is usually good evidence 
of collusion, but of establishing condi- 
tions making collusion difficult. Merely 
forbidding ‘‘follow-the-leader”’ behavior 
in such industries is essentially asking the 
firms to play at competition according to 
monopoly rules. The solution to this 
problem, however, is clear: court deci- 
sions, obtained either by judicial reinter- 
pretation or by congressional amendment 
of the present antitrust laws, that would 
dismember such large firms into units so 
small that follow-the-leader collusion 
would be difficult to maintain. 

The foregoing prediction of the effec- 
tiveness of a limitist statute has pre- 
sumed that those parts of the National 
Railway Labor Act, the Wagner Act, and 
the Taft-Hartley Act that would conflict 
in law with the limitist rule would be 
amended or repealed.’ These statutes, 

7 Elimination of the legal conflicts would not re- 
quire complete repeal of these three acts. Thus, by 
some cutting and rewording, they could be made 
into ‘unfair employment practices” acts that in 
these aspects would resemble the present acts but 
would not conflict in law with the limitist rule or, in 
the presence of the limitist rule, otherwise lend them- 


selves to private monopolizing. 
This approach to the problem of employment dis- 
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particularly the first two, are the princi- 
pal statutes overtly designed to protect 
and increase labor combination. Removal 
of their pro-monopoly features, however, 
will affect but little unions whose monop- 
oly power is a by-product of statutes less 
obviously intended to promote labor 
combination. Trade-unions no less than 
trade-associations have been highly en- 
terprising in securing monopoly advan- 
tages from such laws as building codes; 
health and safety ordinances; occupa- 
tional and business license laws; taxes, 
subsidies, and tarifis; price, wage, and 
output controls; codes of ‘‘fair’’ competi- 
tion and other legislative cartel schemes. 
Furthermore, enactment of a limitist 
statute would not neutralize these stat- 
utes.® 

crimination, it seems to me, is mistaken. Employ- 
ment discrimination, whether by employers, by 
unions, or by the state and whether on account of 
union or nonunion status or on any other account, 
invades civil rights only when practiced concertedly 
on a scale that leaves few good alternative employ- 
ment opportunities open to employees. This was 
the substance of the congressional testimony of 
William Green, president of the AF of L, against the 
closed-shop provisions of the Taft-Hartley bills; 
the closed shop, he observed, is socially harmless so 
long as excluded employees “can go elsewhere.” 
And, I would add, this holds whether the shop is 
“closed” to nonunion, to union employees, or to 
any other kind of employees. The line between 
discrimination that is simply individual choosing 
and discrimination that infringes on civil rights 
thus is the same as the line dividing nonmonopoly 
from monopoly. The issue that is involved here is 
precisely the same as that, discussed later, between 
those who would eliminate monopoly by decentraliz- 
ing economic activities (the limitist approach) and 
those who would do it by forbidding specified 
“bad,” “‘unfair,”’ or ‘‘monopolistic” practices. 


§ The converse also applies: even with neutral 
rules, monopoly would be a social problem, albeit 
one substantially reduced in magnitude. Monopoly 
would often be an interesting and remunerative 
game, even with neutral rules, for any group of 
sellers (or buyers) facing a demand (or supply) 
schedule that either is relatively inelastic, at least in 
the short run, or could be made so by organizing or 
suppressing the competitors of the group. Union 
leaders and business tycoons surely would be quite as 
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Some of these laws could be made in- 
effective in their monopoly aspects by 
amputating or redrafting a few sections 
conducive to monopoly. For example, the 
monopoly content of occupational licens- 
ing laws often could be reduced greatly 
by repealing provisions that require or 
permit an administering board to require 
certification of “competence” from pri- 
vate organizations of persons engaged in 
the occupation. On the other hand, stat- 
utes like minimum-wage laws and tariffs 
could be cured only by revision that 
would be tantamount to total repeal. 

The principal fault that will be found 
with the proposed rule is not that it will 
be ineffective but that, if it is really en- 
forced, it will be overeffective: the scale 
of concerted collective-bargaining action 
will be made smaller than is necessary to 
eliminate monopoly power in industries 
in which the concentration of output and 


employment among firms is very small. 
I do not have an elegant answer to this 
objection.’ It is true that the rule would 


resourceful inventors of schemes both for sharing 
the rewards of monopoly among faithful employees 
and employers and for coercing chiselers as they 
have been in the past. 

Furthermore, I have no faith that monopolists 
can be persuaded to let their monopoly powers go 
unexercised by misinstructing them that their 
monopolizing is not in their private interest or by 
preaching to them a gospel of ‘‘social responsibility.” 
The misinstruction, if taken seriously, would soon 
be found out, and the preaching recites no obliga- 
tion for the dutiful citizen-monopolist. 

Nor will the labor-monopoly problem be solved 
privately by voluntary agreement among the sepa- 
rate national unions to relinquish their economic 
sovereignty to a private central union authority 
that would act on behalf of all of them. If such an 
arrangement increased the monopoly gains of 
unions already possessing monopoly power, the 
monopoly problem would be made severer. If 
the arrangement did not increase the gains of the 
unions, they would not voluntarily become parties to 
the agreement. 

*I do not mean to agree here to the belief that 
large-scale collective bargaining is a technology by 
which unions and employers produce at no expense 
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be overeffective in some industries. The 
proposed rule is simply the best compro- 
mise that I can offer between the loss of 
freedom of association imposed by pri- 
vate monopoly and the loss involved in 
state prohibition of private monopoly. 
There is a second sense in which the 
proposal suggested above will be said to 
be overeffective: its application to ail as- 
pects of collective bargaining rather than 
only to specified “bad,”’ “illegitimate,” 
or “monopolistic” collective-bargaining 
practices. The practices most frequently 
characterized as bad or illegitimate can 
be classified into the following cate- 
gories: 
1. The so-called “exclusive” or “restrictive” 
practices: particularly the closed shop, but 
also other union-security rules; union hiring 
halls; work-permit systems; “excessive” 
union fees and dues; and quantitative and 
qualitative (particularly race, religion, and 
sex) limitations on admission to union 
membership.'° 


to the community so-called ‘‘noneconomic” or 
“‘nonpecuniary” goods (‘‘brotherhood,” ‘‘belonging- 
ness,” ‘‘participation,”’ ‘‘status”: the goods usually 
subsumed under the heading of ‘‘better human rela- 
tions in industry”) whose production by these 
processes would be made unlawful by the limitist 
rule and which would not be at least as efficiently 
produced by small-scale collective bargaining 
Indeed, the writings of the sociologists of collective 
bargaining and “‘human relations in industry” 
suggest the contrary: that these attributes of pri- 
mary-group relations are produced, if they are pro- 
duced at all, under conditions of rapidly diminishing 
returns to the scale of the group. 

© These practices in particular are often ascribed 
to “‘autocratic” union governments characterized 
by infrequent or impotent or apathetic assembly of 
union rank and file; election of officers for long or 
indefinite tenure; failure to separate legislative, 
judicial, and executive powers of the union govern- 
ment; and inadequate provision for reporting actions 
of union officials to the union membership. 

The implication that a union with a “‘representa- 
tive” government could not or would not play the 
monopoly game is absurd. The leading practitioners 
of labor monopoly include some unions generally 
regarded as having models of representative govern- 
ment. Union rank and file like the rewards of mo- 
nopoly as well as do union leaders. 
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2. Petrillo-like™ conduct: union rules that 
make excessively costly the use of “better 
methods, materials, and equipment” or 
that compel employers to hire “useless and 
unnecessary labor’’ or to pay for labor serv- 
ices not actually rendered. 

. Coercive union sanctions: practices ranging 
from violence, at one end of the scale, 
through strikes, picketing, and other forms 
of the boycott, to social ostracism at the 
other.” 

. Pecuniary collective bargaining demands— 
“wage”? demands—in contrast to demands 
related to working conditions and other 
“human aspects of industrial relations.” 
(This distinction is common only among 
professional economists.) 

Both the limitist proposal of this paper 
and the proposals for bad-practices legis- 
lation would “solve” the labor-monopoly 
problem not by directly outlawing pri- 
vate associations of employees and em- 
ployers™’ or by taxing the resources of 
these associations but by prohibiting cer- 
tain kinds of associated acts of employees 


and employers. Within the category of 


tt After James C. Petrillo, president of the Ameri- 
can Federation of Musicians, whose name is popu- 
larly associated with the practices identified in this 
paragraph. 

2 Some of these—violence, ‘‘national emergency” 
strikes, jurisdictional strikes, and secondary boy- 
cotts—are considered bad per se, while others are 
regarded as bad only if they are used for a bad 
objective. 

"3 Much confusion can be avoided in evaluating 
the contention that limitist legislation would be 
overeffective because of its applications to all aspects 
of collective bargaining if it is recognized that the 
limitist proposal would not make unions or employ- 
ers’ associations unlawful per se any more than do 
the antitrust laws make business enterprise un- 
lawful. Limitist legislation of the kind suggested 
here would not touch small-scale collective bargain- 
ing. This means both that the changes in the ‘‘hu- 
man aspects of industrial relations” introduced by 
small-scale concert among employers and their 
employees would not be made unlawful and also 
that employees and employers who do not find 
the changes to their liking would be permitted to 
transfer to congenial alternative employment. 
Furthermore, nothing at all would be done about 
these otherwise lawful fraternal, political, and 
other activities of unions and employers that are 
not collective-bargaining activities. 
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“‘collective-bargaining”’ conduct, the line 
separating lawful from unlawful action 
in the bad-practices approach is based on 
the form of the concerted action; in the 
limitist approach the line is based on the 
scale of action. 

The fact that labor monopolies both 
act on a large scale and engage in bad 
practices establishes a presumption that 
this scale and these practices enable the 
monopolies to function more effectively 
than would alternative scales and forms 
of concerted action. Prohibiting either 
large-scale action or bad practices, there- 
fore, would entail some loss of monopoly 
power. The extent of the loss of powe:, 
however, will be great only if there are no 
good, lawful alternatives for the pre- 
scribed conduct. 

Appraisal of the effectiveness of bad- 
practices legislation requires a rather 
more elaborate analysis of private mo- 
nopoly than has been given in earlier 
pages. It is useful to think of monopoly 
power as the power to levy taxes. Private 
monopolists are somewhat circumscribed 
as taxers, of course, by laws against 
racketeering and extortion that in effect 
require them to disguise their taxes as 
payments for real goods and services."4 


"4 These laws occasionally are not taken very 
seriously: unless the relevant documents of both 
union and enterprise history are in error, some bold 
monopolists have conducted themselves in ways 
indistinguishable from those of racketeers. Racket- 
eering, however, in the sense now considered illegal 
is an inconsiderable part of monopoly in this coun- 
try. These laws are enforced seriously enough, on 
the one hand, and the circumstances permitting 
diverse forms of private levies easily to be rational- 
ized as payments for goods and services are common 
enough, on the other, to keep most monopoly taxes 
within the bounds of the antiracketeering law. 

These remarks do not imply that monopolists 
think of themselves as respectable racketeers or 
that they deliberately go about finding ingenious 
ways to “‘disguise their taxes.” Whether the suc- 
cessful disguising of a fruitful taxing—monopolizing 
—arrangement is a result of deliberation rather 
than luck is a matter of no consequence. 
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Thus the taxes of a “labor monopoly” 
are “‘disguised’’ as payments for the serv- 
ices of employees who are usually mem- 
bers of trade-unions. 

It is difficult to maintain this fiction, 
however, unless a substantial part of the 
tax payments initially goes from em- 
ployers to employees in approximate pro- 
portion to the services rendered by these 
employees. Unions thus are constrained 
to rely heavily, although not exclusively, 
upon ‘‘wage taxes’’—wage rates that are 
higher than employers otherwise would 
pay. 

But a wage tax complicates the ration- 
ing of the monopoly-tax proceeds among 
union members. If the entire gains could 
be paid directly to the union, the division 
of the gains among union constituents 
would be the union’s private affair, and, 
although union rationing systems would 
include restrictions on admission to 
union membership,’® they would not in- 
clude rules effectively limiting admission 
to employment. Making union member- 
ship a qualification for employment 
would increase employers’ costs, unless 
the qualifications were innocuous, and 
hence would reduce the total tax pay- 
ments to the union. 

On the other hand, tax proceeds that 
go directly to employees as higher wages 
can be rationed by the union only if it 
also rations employment. For rationing 
employment union rules for admission to 
membership must be supplemented by 
rules restricting employers’ choices of 
employees. This is the function of the 
closed shop and other union-security 
rules, union hiring halls, work-permit 
systems, apprenticeship regulations, sen- 
iority rules, and other similar rules. 


's Including, in some systems, rules regarded as 
“exclusive” or ‘“‘restrictive,”? such as high union 
fees and dues, and race, sex, or religious member- 
ship qualifications. 
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Employment rationing by unions, em- 
ployers, and others or by some combina- 
tion of these is a necessary concomitant 
of a wage tax. The preceding analysis 
argues that at least part of the rationing 
is done according to “exclusive’’ union 
rules. Prohibiting these rules would not 
directly prevent wage taxes and other 
monopoly taxes but could have this ef- 
fect indirectly if it caused the taxes to be 
distributed in a manner so much in con- 
flict with the interests of union constitu- 
ents that they no longer found the mo- 
nopoly game rewarding. It is the conten- 
tion of this paper, however, that good 
alternatives to the exclusive practices do 
exist. 

Although it is conflict of interest be- 
tween unions and unionized employers 
that explains the existence of the exclu- 
sive union practices in the presence of 
wage taxes, the conflict is small. Even the 
most elaborate union rationing systems 
commonly leave a substantial residue of 
choice to employers. Furthermore, the 
rationing choices that appear to be those 
of unions are largely the same as em- 
ployers would make, given the wage tax, 
particularly where collective bargaining 
long has been a harmonious alliance of 
unions and employers and where em- 
ployment experience and seniority count 
heavily with employers. Then, too, the 
rewards and penalties that a union uses 
to enforce exclusive union rules would 
still be available to persuade reluctant 
employers that it was in their interest to 
ration in behalf of the union. Thus the 
rationing task could be performed by em- 
ployers or by “impartial’’ boards com- 
posed of union, employer, and “‘public”’ 
representatives according to rules that 
outwardly rationed on the basis of ‘“‘com- 
petence,”’ “‘experience,’’ “‘skill,”’ or “‘sen- 
iority’’ without making labor monopoly 
unrewarding to unions and without of- 
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fense to the social canons that have stig- 
matized the exclusive practices.” 

Even if the common belief that mo- 
nopoly wage rates are the consequence of 
“competitive” bidding by employers 
whose labor supply has been engrossed 
by union exclusive practices is accepted, 
the conclusion that there are good sub- 
stitutes for the practices still holds. In- 
deed, the cases in which wage taxes are 
most aptly described as resulting from 
restrictions on labor supply are those in 
which unions have used their political 
strength to obtain state licensing of occu- 
pations and crafts. 

But both the state and private mo- 
nopolies can use their power to impose 
taxes directly rather than indirectly 
through engrossing supply.'? The state 
uses its power clirectly to enforce mini- 
mum wage laws without literally engross- 
ing the supply of labor and without en- 
forcing rules that resemble exclusive 
practices. The same thing is true of pri- 
vate labor monopolies, though their en- 
forcing powers are weaker. The penalties 
and rewards private labor monopolies use 
to enforce exclusive rules and to impose 
excise taxes are also used by them to levy 
wage taxes directly, and they can be used 
to see to it that the tax gains are rationed 
both to the tastes of unions and accord- 
ing to rules that are not commonly re- 
garded as exclusive. 

The choice between outlawing and not 
outlawing “‘Petrillo-like’”’ conduct also is 
of relatively small moment for the labor- 

© This is one of the lessons that unions, I believe, 
are learning from their experience with the Taft- 
Hartley Act. 

17 Private labor monopolies levy other forms of 
taxes in addition to wage taxes; the United Mine- 
workers, for example, has levied an excise tax on 
coal output. Surely this excise tax cannot be ration- 
alized as the consequence of competitive bidding 
by coal operators for a supply of mining labor that 
has been engrossed by the union shop and other 
exclusive rules enforced by the union. 
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monopoly problem. The law and social 
canons against extortion, I have said, in 
effect require labor monopolies to depend 
chiefly upon wage taxes for their monop- 
oly gains. But employers can avoid wage 
taxes to some extent by substituting 
untaxed services for the taxed labor 
services. 

Unions remedy or partially remedy 
this defect of a wage levy in two ways. 
First, they supplement wage taxes with 
other levies, output royalties, for ex- 
ample, that do not have this defect. Sec- 
ond, they place hurdles in the way of the 
substitutions in order to make wage 
taxes approximate excise taxes in their 
revenue effects. These hurdles include 
standby rules, work demarcation regula- 
tions, and other ‘“make-work’’ and 
“featherbedding”’ rules. 

Even if these supplementary taxes and 
substitution hurdles were effectively pro- 
hibited by law, unions would still be free 
to use unadorned wage taxes."* But pro- 
hibition of Petrillo-like conduct would do 
much less than this. Output royalties and 
other “‘nonwage’’ taxes are not regarded 
as extortion under present law if they 
have been labeled as contributions by 
employers to some “worthy”’ or “‘legiti- 
mate’’ union object such as a health and 
welfare fund for union members. These 
taxes, properly labeled, would not be 
touched by a new law banning “‘union 
systems of graft and extortion.’ Simi- 
larly the union hurdles against substitu- 


] 

*® Thurman Arnold, the leading proponent of a 
ban on Petrillo-like conduct, has stated explicitly 
that the ban would not interfere with ‘‘legitimate” 
activities of unions ‘‘having to do with wages and 
hours, health, safety, their legitimate activities 
in promoting the strength of the union, and per- 


haps ...a number of others” (see, e.g., his testi- 
mony before the Senate Committee on Banking and 
Currency reported in U.S. Senate, Economic Power 
of Labor Organizations: Hearings before the Senate 
Commitiee on Banking and Currency [81st Cong., 
ist sess.], Part I, pp. 67-81). 
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tion that have been or could be rational- 
ized as rules whose object is to prevent 
“inferior” conditions of employment or 
“inferior’’ quality of product would es- 
cape a ban against union rules that “re- 
quire the hiring of useless and unneces- 
sary labor’ or that “exclude more ef- 
ficient methods of production.” Indeed, 
some of these hurdles have achieved the 
ultimate in legitimacy by being incor- 
porated in such laws as building codes 
and health and safety ordinances. 

The preceding evaluation of proposals 
to prohibit exclusive and Petrillo-like 
union practices has assumed that union 
sanctions would be banned whenever the 
object or purpose or intent of the sanc- 
tions was to make the practices effective. 
Some coercive union sanctions, particu- 
larly “‘national emergency”’ strikes, juris- 
dictional strikes, and secondary boy- 
cotts, however, are generally viewed as 
illegitimate per se. 

Neither unions nor others acting on 
their behalf can enforce taxes upon em- 
ployers without resort to sanctions; that 
is, employers will not voluntarily tax 
themselves in the interest of others. The 
“illegitimate’’ sanctions, however, are 
but one of several kinds of coercive union 
sanctions. Furthermore, the sanctions 
that underlie labor monopoly are in con- 
siderable part neither coercive nor those 
of unions. 

In the first place, the coercion may be 
that of the state enforcing pro-monopoly 
statutes. Second, both unions and others 
can use rewards as well as penalties. Thus 
employees can be “bribed’’ not to “chis- 
el’’ on a union by giving them a share of 
the monopoly gains. Unions can make 
monopoly collective bargaining reward- 
ing for employers as well. The rewards to 
employers can take the form either of 
union political support for measures that 
directly or indirectly subsidize the mo- 
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nopolized field of industry or of union 
assistance in discovering and perfecting 
monopoly arrangements among employ- 
ers in the marketing of their output. In 
circumstances like those in this country 
in which “enterprise’’ monopoly is illegal 
but “labor” monopoly is not, collective 
bargaining is an excellent vehicle both 
for “‘stabilization”’ of an industry and for 
dividing the monopoly gains of stabiliza- 
tion between unions and unionized em- 
ployers. 

The extent to which unions depend 
upon private coercion rather than upon 
private rewards and state assistance 
varies considerably from union to union. 
Some unions rely mainly upon private 
coercion, while others have records al- 
most entirely devoid of industrial con- 
flict, private coercion being replaced by 
harmonious alliance with employers and 
the state. 

The factors that favor one union with 
larger monopoly gains than another also 
tend to make the gains of the more pros- 
perous union less vulnerable to a ban on 
union coercion. The variation in the mo- 
nopoly power possessed by different un- 
ions is explained principally by the varia- 
tion in the economic opportunities for 
monopoly confronting them. A union’s 
monopoly gains will tend to be larger the 
more specialized the workers it organ- 
izes, the lower the elasticity of demand 
for the output of the organized firms, the 
lower the elasticities of supply to these 
firms of productive services, and the less 
the tendency of these elasticities to in- 
crease in the long run. These inelastici- 
ties, moreover, hold the promise of mo- 
nopoly rewards whether the monopoliz- 
ing is done by a union, by employers, by 
the state, or by a combination of these. 
Thus the unions favored with the most 
advantageous economic opportunities, 
those unions best situated in economic 
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terms to obtain monopoly gains by their 
own direct coercion, will tend also to be 
the unions helped most effectively by 
pro-monopoly action of the state, on the 
one hand, and best able to “bribe’’ em- 
ployers into harmonious joint monopoly, 
on the other hand. 

The losses of monopoly power entailed 
by legislation prohibiting coercive sanc- 
tions in general by unions would tend to 
fall, therefore, principally upon unions 
whose monopoly power is small. For- 
bidding only “‘illegitimate’’ coercive prac- 
tices—national emergency and jurisdic- 
tional strikes and secondary boycotts— 
would be even less effective. Not only is 
“illegitimate’’ coercion a small part of the 
whole paraphernalia of union coercion 
but also legitimate forms of coercion are 
relatively good substitutes for the ille- 
gitimate. 

Discussion of pecuniary (roughly: 
“‘wages’’ in contrast to working condi- 
tions) collective-bargaining demands by 
unions as “bad practices” has been 
marked both by relatively serious atten- 
tion to the monopoly aspects of these 
practices and by relatively little atten- 
tion to the legislative problem of elimi- 
nating monopoly “wages’”’ without simul- 
taneously forbidding collective bargain- 
ing on the nonpecuniary aspects of em- 
ployment. Although the distinction be- 
tween “pecuniary” and “‘nonpecuniary”’ 
is not easily made for some aspects of the 
employment relation, it is meaningful to 
say that labor-monopoly gains are chiefly 
pecuniary, ‘“wage increases,”’ if “‘wages”’ 
is not construed so narrowly as to exclude 
such things as “portal to portal’’ pay, 
payments to health and welfare funds, 
and retirement pensions. The taxes levied 
by labor monopolies are paid mainly in 
money rather than in kind, in dollars and 
dollar assets rather than in washroom 
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facilities, safety devices, grievance pro- 
cedures, and foreman congeniality. 

Payment of the gains in money rather 
than in better working conditions simpli- 
fies both the rules for the concerted ac- 
tion that provides the gains and the rules 
for dividing the gains and requires little 
or no detailed agreement on the spending 
of the gains by recipients. I should ex- 
pect, therefore, that if unions could be 
constrained by law to tax only in kind, if 
they tax at all, the amount of monopoly 
resulting would be small.’® 

The preceding sentence is misleading, 
however, if it suggests that the legal con- 
straint should deal directly with wage 
rates rather than with the concerted col- 
lective-bargaining conduct that brings 
about monopoly wage rates.?? What 
makes the problem difficult is that much 
of the conduct that is necessary for taxa- 
tion in money also is necessary for taxa- 
tion in kind. The difficulties are the same 
as those usually involved in drafting ef- 
fective bad-practices legislation. Pre- 
sumably all the main devices by which 
monopoly power is obtained would be 
out of reach of the statute. Otherwise 
what would be the source of the power to 
tax in kind? The law, leaving monopoly 
power intact, would attempt simply to 
present the exercise of the power to 


9 This is a prediction that unions would find it 
very difficult to levy taxes only in kind, not a judg- 
ment that taxes in kind are any less monopolistic 
than equivalent taxes in money. 


2° The direct (“public utility”) approach—de- 
termination by public wage boards of ‘‘competitive”’ 
rates for labor monopolies—is a dangerous one. I 
have no confidence that the boards either would be 
disposed to fix competitive wage rates if they could 
find them or could find them if they wanted to. 
At best political determination of pseudo-competi- 
tive wage rates for monopolies is a game of make- 
believe with none of the safeguards against mistakes 
that decentralization of power in competitive 
markets affords. In a liberal context antimonopoly 
means pro-competition, not pro-state monopoly. 
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achieve pecuniary objectives. Making 
the objectives illegal is likely only to make 
certain kinds of talk illegal. And outlaw- 
ing the achievement of pecuniary gains 
would, I fear, ban only overt contracts 
that are unambiguously wage agree- 
ments.” 

One of the chief virtues of the “limit- 
ist’’ proposal is that it centers attention 
on the monopoly problem: centralization 
of economic power. In contrast, discus- 
sion of collective bargaining in terms of 
the form—‘bad”’ or ‘‘good’’—of collec- 
tive-bargaining practices almost inevi- 
tably, it appears, diverts attention from 
centralization as a problem to the legiti- 
macy or illegitimacy of the practices ac- 
cording to other criteria than the monop- 
oly one.” The result is likely to be a legis- 
lative potpourri which, on the one hand, 
leaves the power of the strong to inflict 
social harm largely untouched and, on 


2 There is a presumption that overt collusion is 
simpler than covert collusion and thus that prohibit- 
ing the overt would entail some loss of monopoly 
power. 

* This is often an unfortunate way to proceed 

ven when the practices are inspected by other lights 
than the monopoly one. The closed shop, for ex- 
ample, is often deplored for its civil liberties conse- 
quences: exclusion from unionized employment of 
workers who cannot get along with the union or 
unions involved. Discussion of this practice in terms 
of its form—closed rather than open shop—is likely to 
suggest that the appropriate solution is to make it 
unlawful or at least an unfair labor practice for an 
employer to refuse to employ someone who is un- 
acceptable to a union ‘‘for reasons other than the 
failure of the employee to tender the periodic dues 
and initiation fees.” 

If the union involved is exercising monopoly 
power, then, indeed, exclusion from the unionized 
employment is exclusion into less attractive alterna- 
tive employment. But in these circumstances the 
attractive unionized employments must be rationed; 
and, as I have argued earlier, banning the closed 
shop will change only the outward form but not the 
substance of the rationing. On the other hand, if 
the union is not exercising monopoly power, the 
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the other hand, fosters the growth of de- 
tailed centralized regulation of the labor 
market by the state. 

The Taft-Hartley Act is a case in 
point. It has, indeed, reduced complaints 
by employers against the ‘‘one-sided- 
ness”’ of the Wagner Act only to replace 
it with shouting by union spokesmen 
that the Taft-Hartley Act is a “‘slave- 
labor law.”’ Apart from those portions of 
the Taft-Hartley Act whose purpose was 
to “‘perfect’’ the Wagner Act and to make 
the Conciliation Service impartial, the 
Act is almost wholly legislation aimed at 
eliminating or regulating bad practices: 
the closed shop, “involuntary”’ check-off 
of union dues, “‘excessive’’ initiation fees, 
featherbedding, secrecy concerning union 
finances and administration, national 
emergency strikes and jurisdictional 
strikes, secondary boycotts, bogus health 
and welfare funds, and Communist union 
leadership. The provisions of the Taft- 
Hartley Act were never seriously dis- 
cussed in Congress in terms of monopoly 
criteria; despite the frequent use of the 
words “labor monopoly”’ in the debates, 
the Act was not really “‘intended”’ to re- 
duce monopoly power and has not done 
so. But it has misled many people who 
have an interest in decentralizing eco- 
nomic power into believing that the evils 
of labor monopoly are merely the bad 
practices the Taft-Hartley Act deals 
with and that it has failed to cure these 
evils because it has proceeded too timidly 
against them. 


requirement of membership in the union as a condi- 
tion of employment would differ in no respect from 
any other competitively determined condition of em- 
ployment. Indeed, in the latter context, outlawing 
the closed shop would itself be discriminatory in the 
civil liberties sense. 
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1E theory of subjective value, as 

formulated by J. R. Hicks and 

R. G. D. Allen,’ sought to remove 
the theory of consumers’ demand from its 
dependency on the quantitative measure- 
ment of utility. This new subjective ap- 
proach is a great improvement in value 
theory; nevertheless, there has been a 
great deal of discussion and controversy 
over the merits of the Hicksian improve- 


ments. 
The argument against the Marshallian 
type of value theory centered about the 


contention that utility (satisfaction) 
could not be cardinally measured. The 
new subjective theory of value, as ex- 
pounded by J. R. Hicks, circumvented 
this difficulty simply by stating value re- 
lationships in ordinal terms. The prob- 
lem immediately raised was whether the 
modern theory of subjective value was, 
in fact, a substantial improvement over 
the old utility theory or only the same 
old theory dressed up to look new.’ 

It has been said, with a great deal of 
merit, that the indifference-curve ap- 
proach (1) ties in better with contempo- 


*“A Reconsideration of the Theory of Value,’’ 
Economica, No. 1 (new ser.; 1934), pp. 55-76; cf. 
also J. R. Hicks, Value and Capital (2d ed.; London 
and Oxford: Clarendon Press, 1946), Part I, chaps. 
i-ii. 

2 Cf. Maurice Dobb, Political Economy and Capi- 
talism (New York: International Publishers, 1945), 
chap. i: “If demand is not to be a function of utility, 
by what is it determined? By empirically observed 
preference-scales; which have a suspicious appear- 
ance of being the same entity under a different 
title” (p. 29). 


rary theoretical thinking, (2) has a 
greater apparent philosophical simplici- 
ty, (3) allows for a higher visibility of 
difficulties, and (4) readily links the ef- 
fects of prices on consumption with the 
effects of income. But, above all, the 
main contention has been that it is 
“closer to reality.’”” The all-important 
question therefore is: Are the proposi- 
tions of modern value theory purely 
analytic, capable only of formal dem- 
onstration, or are they propositions 
which can be empirically verified? 
Milton Friedman has quite effectively 
argued that indifference curves cannot be 
empirically demonstrated.* He breaks 
down the elements of consumer choice 
into three categories, i.e., (1) goods as the 
objects of choice plotted on the X- and 
Y-axes, (2) taste factors that determine 
the character of an individual’s system of 
preferences, and (3) opportunity factors 
that determine the combinations of goods 
an individual is able to secure. The taste 
factors are the subjective element in in- 
difference-curve analysis, and the oppor- 
tunity factors (prices and income) are the 
objective economic element. Supposedly, 
the important contribution of indiffer- 
ence-curve analysis in theory is that it 
“segregates’’ the subjective from the ob- 
jective economic factors. The basic con- 
flict, according to Friedman, is found in 
categories 2 and 3, since many goods may 


3W. Allen Wallis and Milton Friedman, “The 
Empirical Derivation of Indifference Functions,” in 
Studies in Mathematical Economics and Econometrics 
in Memory of Henry Schultz, Ed. Oscar Lange, 
Francis McIntyre, and Theodore O. Yntema (Chi- 
cago: University of Chicago Press, 1942). 
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be classified both as taste factors and as 
opportunity factors.‘ 

Should we drop the objective economic 
factors from consideration and retain 
only the subjective factors in order to 
avoid this conflict, then the residue 
would be merely “a hodgepodge of psy- 
chology and economics.”’ Friedman there- 
fore concludes that, owing to “the char- 
acteristics inherent in the logical struc- 
ture of the indifference function,” empir- 
ical derivation is impossible. 

It seems, therefore, that the modern 
theory of subjective value exists only in 
a tautological universe and is “a formal 
analysis of choice in the abstract, devoid 
of content ... .’’s It is propositions such 
as these that we wished to test. Hence we 


‘Friedman emphasizes this point as follows: 
“Income is an opportunity factor par excellence, 
and yet it is probably the one thing most closely re- 
lated to tastes. Prices may also have an important 
influence on tastes. Indeed, the opinion may be haz- 
arded that while there are many items that belong 
unambiguously in the category of goods, there are 
few or none that may be classified as taste factors 
but not as opportunity factors, or as opportunity 
factors but not as taste factors. . . . Satisfactory data 
can be obtained only if opportunity factors vary 
over a wide range while taste factors remain con- 
stant; but this is clearly impossible because the op- 
portunity factors and the taste factors are inextrica- 
bly interwoven—are really the same factors under 
different aliases’”’ (ibid., pp. 187-188). 

$J. M. Clark, “Varieties of Economic Law and 
Their Limiting Factors,” Proceedings of the American 
Philosophical Society, XCIV, No. 2 (1950), 122-26. 
The following quotation from Clark’s article is of in- 
terest: “We come to [a] . . . major field of inquiry, 
how people make their individual economic choices. 
Here there is a great indeterminateness, plus the still 
more basic difficulty that we are dealing with a wide 
variety of qualitatively-different human values, for 
which there is no objective common measure, or 
none that is not open to objections. Economists have 
commonly escaped these difficulties by falling back 
on the purely formal idea that everybody has some 
order of preference, and follows it. This is held to be 
true, whatever his wants may be, and whether they 
make for welfare or the opposite—hence there is no 
need to raise these questions.... This comes 
perilously close to an escape into tautology, equally 
consistent with any possible behavior and therefore 
telling us nothing, and impossible to prove or disprove 
by evidence” (p. 123; italics ours). 
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set out to devise an experiment that 
would show whether indifference func- 
tions could be empirically derived.® 


II 


Preference “maps’’ relating consum- 
ables, as is well known, are used as an- 
alytical operators in economic theory, 
and assumptions are made about their 
shape which are literally meaningful, 
i.e., analytic or synthetic propositions’— 
in short, propositions which are capable 
of either logical or empirical verification. 

We began by making the following pre- 
liminary assumptions: (1) that, for small 
quantities of a commodity, consumers 
prefer more to less (though they may be 
capable of “saturation’’); (2) that “‘in- 
difference curves’ between two com- 
modities have negative slopes; (3) that 
“indifference curves’ are ‘‘consistent,”’ 
i.e., they do not cross; and (4) that 
“indifference curves,’ short of satura- 
tion, have a monotonically decreasing 
slope, i.e., are convex toward the origin. 

The first two propositions may per- 
haps be transformed into definitions of 
saturation and of indifference; though, if 
we assert that a consumer is short of sat- 
uration for commodities X and Y, propo- 
sition 2 is no longer merely definitional. 
Indifference curves could, for instance, 
be L-shaped; but economists are con- 
vinced that they can specify in advance 
commodity combinations where this hap- 
pens, e.g., left- and right-hand gloves. 

Since it is repugnant to be continually 

* The experiment to be described evolved out of 
discussions held in University Seminar 411-12 at Co- 
lumbia University on the “Content and Methods of 
the Social Sciences,” in 1949-50. The seminar also 
provided us with the money necessary for the pre- 
liminary mimeographing of this paper. 

7 Ananalytic proposition is defined asa proposition 
the negation of which involves us in a logical contre - 
diction. Conversely, a synthetic proposition is wae 
which does not in any instant of negation involve us 
in a logical contradiction. 
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arguing from literally meaningful propo- 
sitions, deductively derived, without ev- 
er trying to test whether they are, in 
fact, true or false, we attempted to set up 
an empirical test for such propositions. 
In principle, it would be possible to put a 
test individual through a sequence of 
concrete choice situations, which would 
tell us a good many characteristics of his 
preference map—provided that the test 
was short enough in time to lend credence 
to the assumption that his preferences 
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DIAGRAM I 


were constant over the duration of the 
experiment. But to build up any sort of 
sample of such experiments seems pro- 
hibitively expensive. Efforts have been 
made to obtain evidence by questioning 
people about hypothetical decisions. L. 
L. Thurstone, for example, attempted 
through a psychophysical experiment 
to derive people’s preferences as _ be- 
tween hats, shoes, and overcoats, but 
with rather poor results, presumably be- 
cause it is hard to visualize wanting many 
items of this sort, unless they have so 
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much variety that the unit becomes 
meaningless! 

By construction, the preference map is 
supposed to refer to a single mind. One 
therefore thinks first of asking a single 
individual to evaluate a whole battery of 
choice situations. But this inquiry would 
be more likely to generate a nervous 
breakdown than a body of valid evi- 
dence. 

Our approach to the problem of get- 
ting empirical evidence was to ask each 
of a number of individuals to make a very 
simple choice. Admittedly, this flies in 
the face of the theoretical dogma of the 
incomparability of interpersonal satis- 
factions; but we do not really believe this 
dogma, or we should not have a welfare 
economics which implies that household 
decisions represent all family members! 
If comparisons are possible, we should be 
able to locate people whose relations to 
some part of the consumption complex 
are very similar, get a piece of each per- 
son’s map, and build up a representative 
map by putting these pieces together 
as one would a jigsaw puzzle.* This is the 
method of this paper. 


Ill 


We began by devising three sets of 
choice situations for each individual, in- 
volving combinations of bacon and eggs. 
Each test individual was to receive a 
card listing three combinations and ask- 
ing him to indicate his order of prefer- 


§ This approach is the product of our discussions 
with Professor Paul F. Lazarsfeld and from his lec- 
tures on the measurement of attitudes in sociology 
before the Columbia University seminar on the con- 
tent and methods of the social sciences. Also, 
Wallis and Friedman (op. cit., p. 183) make the 
following interesting observation: “If it can be as- 
sumed either that a given person has the same tastes 
at different times or that different persons have the 
same tastes at a given time, it will be possible to se- 
cure a number of observations relating to a single 
indifference function. Such assumptions, while never 
literally fulfilled, seem plausible.” 
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ence, using the numbers 1, 2, and 3 for 
the first, second, and third choices, re- 
spectively. If he felt that he was “‘indif- 
ferent” between two or all three combi- 
nations, he was to write the letter NV in 
the appropriate number of boxes on the 
form card illustrated in Diagram 1. A 
further condition was that each individu- 
al was obliged to eat all of what he 
chose—i.e., he could not save any part of 
the offerings for a future time. 

Each individual was faced with three 
possible combinations which could be 
plotted on the conventional type of dia- 
gram involving X- and Y-axes represent- 
ing egg-units and bacon-units, respect- 
ively. So as to avoid the possibility of 
product differentiation, each individual 
was told that his eggs were to be scram- 
bled. 

For the purpose of making the logic of 
the experiment explicit, consider the 
following set of definitions. Let 


1 <%2< 2; } 1 
Mi < ¥2 <3 (1) 


a (x5, 3) >| 
(x1, ¥2) , (2) 
C (x2, Vi) - 


These definitions appear in Diagram 2, 
and from them we derive the following 
possible, logically consistent relation- 
ships, where P = “Preferred,’’ N = “In- 
different to,’ and > = “if...then....” 


aPb bPc aNb 
aPc cPa aNc 
bPa cRb bNc 


The possible logically consistent three- 
way combinations of these preference re- 
lationships are as follows, ruling out “‘in- 
difference’’ for the moment: 


aPb and aPc > bPc or cPb (1) 
aPb and bPc 3 aPc (2) 
aPb and cPa > cPb (3) 
aPb and cPb > aPc or cPa (4) 
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aPc and bPa > bPc (5) 
aPc and bPc > aPbor bPa (6) 
aPc and cPb > aPb (7) 
bPa and bPc > aPc or cPa (8) 
bPa and cPa > bPc or cPb (9) 
bPa and cPb > cPa (10) 
6Pc and cPa > bPa (11) 
cPa and cPb > a”bor bPa (12) 


It will be noticed that, given two 
choices, the third choice is determinate in 
six cases [(2), (3), (5), (7), (10), and 
(11)] and indeterminate in the remaining 


Y 
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DIAGRAM 2 


six [(1), (4), (6), (8), (9), and (12)]. For 
each individual, however, there are but 
two degrees of freedom. In the initial de- 
sign of the experiment, therefore, it is im- 
possible to be faced with a result such as 
aPband bPc and cPa. Since this would be 
logically inconsistent, the experiment 
was so designed as to render it impossible 
for the individual to make such an ir- 
rational choice. In the rerun of the ex- 
periment, however, where some indi- 
viduals were faced with the identically 
same choice pattern one month later, 
this became a significant test for ir- 
rationality, assuming their preferences 
remained constant. If we reject this as- 
sumption on the basis of the observations 
in the second run of the experiment, then 
we have evidence of the degree to which 
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preferences shifted between the first and 
second runs of the experiment. 

In the first run of the experiment the 
72 alternate choices in Table I were made 
up. Although the unit measure is in 
quarters, the figures on the cards distrib- 
uted to each individual were transposed 
into whole numbers and fractions so as 
to aid in the visualization of the offers 
made; e.g., 11 units of bacon and 7 units 
of scrambled eggs were written as 2% 
strips of bacon and 13} scrambled eggs. 

Measuring bacon-units vertically and 
egg-units horizontally, we can show any 
bacon-egg combination as a point on a 
diagram. The choice pattern offered any 
one individual can be shown by linking 
up three points as in Diagram 2. Diagram 
3 shows the 72 patterns offered. Of the 72 
choice patterns, we had, on the first run 
of the experiment, only 60 covered, with 
no observations on choice patterns 22, 


23, 33, 36, 47, 48, 51, 54, 58, 59, 60, and 


64—shown as broken lines in Diagram 3. 
On the other hand, we had duplicated 
observations (by giving the same choice 
pattern to two different individuals) on 
choice patterns 1, 3, 5, 7, 9, 38, and 42. 
All told, we had 67 observations covering 
60 choice patterns out of a field of 72. 
The only explanation of this is that there 
were not enough test individuals at the 
time of the experiment to cover all the 
choice patterns and duplications, and it 
was felt advisable to have some duplica- 
tions at the expense of foregoing some 
choice patterns. 

The map of alternate choices, as illus- 
trated in Diagram 3, is broken down into 
four overlapping quadrants based on the 
assumption that saturation for bacon- 
and-egg combinations would be between 
2-3 bacon strips and 2-3 scrambled eggs. 
The assumption was set up as a hypoth- 
esis to be tested. The first quadrant con- 
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sists of the area lying between o—3 bacon 
strips and o-3 eggs; the second quadrant 
between o-3 bacon and 2-5 eggs; the 
third, between 2-5 bacon and 2-5 eggs; 
and the fourth, between 2-5 bacon and 
O-3 eggs. 

The 18 choice patterns which comprise 
the first quadrant were symmetrically 
reproduced in the second, third, and 
fourth quadrants to make a total of 72. 
The purpose behind such a construction 
was to see whether different individuals 
having essentially the same choice pat- 
terns, but in different quadrants, would 
react in the same way—assuming a ho- 
mogeneous population with reference to 
bacon-and-egg combinations. This turned 
out to be a significant test for homo- 
geneity. 

The first run of the experiment was 
given to a class of graduate sociology 
students at Columbia University.? At no 
time did they know that there was to be 
such an experiment, nor were they given 
the results or told that there would be a 
repeat experiment one month later. The 
preferences of each individual are re- 
corded in Table 1. 


IV 


Before presenting the results of the 
experiment, we shall first introduce such 
concepts as “saturation vectors,” “slope 
vectors,’ and “composite indifference 
maps.’’ The latter are in no way to be 
confused with the controversial com- 
munity indifference curves and maps, 
which will become abundantly clear as 
we progress. 

We begin by considering some of the 
hypothetical three-way relationships list- 
ed on page 291 above. These twelve re- 

° We felt it would be wise to choose a group of 


students who were not familiar with indifference- 
curve analysis. 





TABLE 1 


FIRST-RUN PREFERENCES OF ALTERNATE CHOICES* 
(In Quarters) 


PRePERENCES | PREFERENCES 





Sunes oO | 


=~ 


ooo 
— ~ 
wnnNrOoOnuunree O 
—- _— 
OP NwWwWOOK HH HWS 


a 
on w 
ae 
" 


mov 


7 
(5 
(9 
9 
4 
6 
6 


oo 





20 
21 
22 
23 
24 
25 
26T 
27 
28 
2oT 
30f 
3! 
32. 
33 
34 
3st 
30 









































* Numbers in parentheses indicate ‘‘indifference.’’ 
t Anomalous cases. 
t No observations 





204 
lationships fall into three main categories, 


generalized as follows: 


rPs and rPt > sPt or tPs (I) 
rPsand sPt > rPt (II) 
rPsandtPs > rPtoriPr (IIT) 


In Diagram 4 the three-way combina- 
tion aPb and aPc > bPc or cPb illustrates 
the first category. We adopt the conven- 
tion of an arrow pointing in the direction 
of the preferred combination of X and Y. 
In this case we have the two arrows 
pointing in the direction of a. Thus these 
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two arrows, taken together, give us evi- 
dence of saturation, i.e., that the combi- 
nations of bacon and eggs represented by 
b and c are not beyond saturation and 
that the individual prefers to move in the 
direction of more Y and more X. The 
two arrows are, therefore, called “‘satura- 
tion vectors.’”’ It will be noticed that 
there are two saturation vectors for each 
observation. 

The “slope vector,’’ 6c, on the other 
hand, is given by the relationship be- 
tween 6 and c. if 5 is preferred to c, we 





§ 


























DIAGRAM 3 
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can legitimately infer that an indifference 
curve passing through 5 must pass to the 
left of c and, because of the saturation 
vectors, be convex to the origin. Con- 
versely, if c is preferred to }, then the in- 
difference curve must pass convexly to 
the right of b. Finally, were b and c indif- 
ferent, then peints b and c would lie on 
the same indifference curve. It must be 
pointed out, however, that the indiffer- 
ence curve is drawn with the position of 
the first choice kept clearly in mind, 


v 








DIAGRAM 4 


ie., if the indifference curve drawn 
through the slope vector is extended on 
either end, it must pass outside point a, 
which is on a higher preference level. 
Under no circumstances—given bPc or 
cPb—would the indifference curve pass- 
ing through the slope vector bc intersect 
lines ab or ac twice. 

The second category is illustrated in 
Diagram 5 by the three-way relationship 
aPb and bPc > aPc. In this example the 
saturation vectors must, by logical ne- 
cessity, point in the direction of a, since 
the three-way relationship aP6, bPc, and 
cPa is logically inconsistent. Here, how- 
ever, the slope vector bc requires the in- 
difference curve to pass through point } 
and to the left of point c. Indifference 
between a and c is, of course, ruled out 
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because the curve through 5 must pass 
outside a. 

Finally, in Diagram 6, the third cate- 
gory is illustrated by aPb and cPb > aPc 
or cPa. In this example the saturation 
vectors, and hence the slope vector, de- 
pend upon the preference between a and 


Y 








DIAGRAM 5 








DIAGRAM 6 


c. Given aPc, then we have the same 
analysis as in Diagram 4, i.e., the third 
category becomes identical with the first 
in this instance. But, given cPa, the sat- 
uration vectors would be bc and ac, with 
ab the slope vector. Indifference be- 
tween a and 6 would have the indifference 
curve passing through points a and b 
and outside point c. 
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The logically possible three-way com- 
binations (1), (8), and (12) listed on page 
291 belong to the first category; (2), (3), 
(5), (7), (10), and (11) to the second 
category; and (4), (6), and (9) to the 
third. 


V 

Rather than present the over-all re- 
sults of the first experiment, it would be 
better, for purposes of expositional sim- 
plicity, to concentrate on the detailed 


on: 


— — — J AMOmMALOUS 
SATYRATION vec Tors 2-4 
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expect the slope vectors in Diagram 8 to 
be so arranged as to allow us to draw in- 
difference curves convex to the origin. 
It follows, necessarily, that, when the 
saturation vectors are anomalous, we 
cannot use the slope vectors of such 
cases to draw convex indifference curves; 
these curves must be concave to the 
origin. 

The danger of so designing the experi- 
ment that the results would be inevitable 





DIAGRAM 7 


analysis of the first quadrant and then to 
consider the experiment as a whole. The 
area inclosed in the square box in the 
northeast corner of Diagram 7 is our 
hypothesis on saturation. We should, 
therefore, expect most of our saturation 
vectors, derived from the data in Table 1, 
to point in this direction. Those satura- 
tion vectors contrary to this hypothesis 
would point in other directions. It is 
these saturation vectors which we label 
“anomalous.” Further, and on the basis 
of our saturation hypothesis, we should 


was a real one. To escape any such ac- 
cusation, the experiment was designed so 
that the results from different informants 
could possibly be contradictory. In Dia- 
gram 9g the areas of “possible absolute 
contradiction,” “‘possible difficult fits,” 
and “‘possible preference verges”’ are giv- 
en for the first quadrant—excluding 
anomalous cases. Since the remaining 
three quadrants are symmetrical to the 
first, these areas of possible contradiction 
in the first quadrant are probably multi- 
plied threefold, depending on the actual 
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DIAGRAM 9 
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slope-vector positions in the remaining 
three quadrants. For example, consider 
the possibility of absolute contradiction 


between cases 3 and 4 in Table 1. The 
individual preferences in cases 3 and 4 
give us the following results: in case 3 the 
slope vector ac has the relationship aPc; 
in case 4 the slope vector has the relation- 
ship Pa. Thisisillustrated in Diagram 10. 
We should be committed to draw the in- 
difference curve of case 4 passing through 
point b and above point a, and in case 3 
through point @ and above point c. 
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and identical saturation vectors with a 
common slope vector, but opposite sec- 
ond and third preferences. In such cases 
we reason that the combinations offered 
at both ends of the slope vectors are not 
in absolute conflict with each other but 
rather verge on being indifferent, i.e., are 
on the same indifference level. For that 
reason we refer to such a case as a 
“preference verge’ and draw the indif- 
ference curve passing through both ends 
of the slope vector. It follows, therefore, 
that the results of this experiment could 





a, San 
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DIAGRAM 10 


These indifference curves violate the 
maxim of the consistency of indifference 
curves, i.e., they cross each other. We are 
faced with an absolute contradiction. 
Were a preferred to b in case 4, the result 
would be the same, but, were c preferred 
to ain case 3, there would be no difficulty 
in drawing consistent indifference curves. 

The areas of possible but difficult fits, 
on the other hand, can give consistent in- 
difference curves, but only by leaning 
over backward. Finally, the areas of 
preference verges are those where two in- 
dividuals have identical choice patterns 


conceivably give us such a series of con- 
tradictions as to refute our assumptions 
of saturation and homogeneity and make 
this experiment worthless, from a posi- 
tive point of view. 

Table 2 is based on Diagram 9 and 
shows the possible, as opposed to the 
realized, absolute contradictions, difficult 
fits, and preference verges. It should be 
noticed that, out of thirteen possible ab- 
solute contradictions, only two were real- 
ized. We conclude, therefore, that the 
composite indifference maps of the first 
quadrant represented by Diagrams 11 
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and 12 are not merely fortuitous; the 
fact that they could be drawn at all, in 
view of the possibilities of absolute con- 
tradiction, supports our contention that 
the test group was homogeneous and 
hence roughly comparable. 

In Diagram 11, on the basis of our ob- 
servations, we have drawn a composite 
map of partial indifference curves and 
have extrapolated these curves beyond 
the areas of actual observation in Dia- 
gram 12.'° Those cases which could not 
be fitted break down into two groups: 
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of fitted saturation and slope vectors 
is due to cases 5 and 12, which, though 
having the proper saturation vectors, 
could not be fitted without violating the 
criterion of consistency for indifference 
curves. Both had indicated indifference 
between the two combinations along 
their respective slope vectors, and the 
corresponding indifference curves, if 
drawn, as required, passing through 
both ends of the slope vectors, would 
have conflicted with the remaining 
curves in Diagrams 11 and 12. The 


TABLE 2 
ABSOLUTE CONTRADICTIONS, DIFFICULT FITS, AND PREFERENCE VERGES* 
(First Quadrant—Anomalous Cases Excluded) 


| 


| 


Sa 
5b 
7a 
9b 
10 
| 


5b 7b 


* The letters in the table have the following meanings 


a. Possible but not realized absolute contradictions 
A. Possible and realized absolute contradictions 
d. Possible but not realized difficult fits 


D. Possible and realized difficult fits (none in this quadrant) 


». Possible but not realized preference verges 
| Possible and realized preference verges 


(1) those having anomalous saturation 
vectors which require the indifference 
curves passing through the slope vectors 
to be concave to the origin and (2) those 
having proper saturation vectors but 
which cannot be properly fitted. The 
former are excluded from Diagrams 11 


and 12, and the latter are included. 
Table 3 summarizes the results of the 
first quadrant. 

The discrepancy between the number 

1° We emphasize, once again, that these indiffer- 
ence curves must be drawn so that the first choices 
are on a higher preference level (cf. pp. 294-95, 
above). 


result would have been inconsistent in- 
difference curves.” 

The composite indifference 
plotted in Diagrams 11 and 12 are ar- 
bitrary only to a limited extent. The 
numbers printed adjacent to each curve 
in Diagram 12 indicate the corresponding 
slope vector derived from the observa- 


curves 


™ We have reason to suspect that the concept of 
“indifference’’ was misunderstood by some indi- 
viduals. In a few cases where three-way indifference 
was indicated in the second and third quadrants, it 
is not in the least improbable that these individuals 
were indifferent to the experiment as such rather 
than to the combinations offered. 
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tions listed in Table 1. Further, they in- 
dicate the approximate position of the 
slope vector, so that, by superimposing 
Diagram 12 over Diagrams 8 and 11 
(provided that both are drawn to the 
same scale), the two should converge. 
The limited arbitrariness is due to the 
fact that we have several slope vectors in 
close proximity to one another. Thus 
each tends to modify the amount of free- 
dom in drawing, shaping, and extending 
each indifference curve beyond that area 
of immediate observation. The charge, 
therefore, that we may have arbitrarily 
forced the fitting of the indifference 
curves loses some of its force—these are 
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difference curve must pass through the 
slope vector at points c and a and must 
also be concave to the origin because of 
the saturation vectors bc and ab. This 
bit of observation is not consistent with 
our saturation hypothesis and is there- 
fore in a class by itself with an entirely 
different saturation area. 

Case oa, on the other hand, tells us 
that he prefers the combination 11-7 to 
combinations 7-5 and 8-8 and combina- 
tion 7-5 to 8-8, i.e., bPa, bPc, and aPc. 
Diagram 13 illustrates this case. Here 
there is a strong preference for bacon, 
and the slope vector is ac, with a pre- 
ferred to c. Thus, even though c offers 


TABLE 3 


FIRST QUADRANT 
(23 Observations) 


No. Cases 


Vectors ‘ 
; Excluded 


Saturation 
Slope 


Per Cent Per Cent 
Cases Fitted 
Excluded | Cases 


No. Fitted 


| 
Cases | 
| 
| 
| 
| 


30 


39 


7° 
oI 





a “family”’ of interrelated and interde- 
pendent individual indifference curves. 
Each fitted curve can be properly drawn 
as convex to the origin because of the 
conclusive data derived from the satura- 
tion vectors corresponding to each slope 
vector. 

It remains, in this analysis of the first 
quadrant, to explain the divergent or 
anomalous cases. Consider, for example, 
case 1b in Table 1. Here we are told 
that this individual prefers combination 
4-0 to combinations o-4 and 6-4 and:is 
indifferent between these last two combi- 
nations, i.e., bPa, bPc, and aNc. This 
choice pattern is illustrated in Diagram 
13 and indicates, quite conclusively, 
that there is a strong dislike of eggs and 
a strong preference for bacon. The in- 


more bacon than 4a, it also includes more 
eggs. And there is evidently a dislike for 
eggs of such magnitude as to offset the 
gain in bacon. Therefore, the second 
choice a is preferred over c. The indif- 
ference curve passes through point @ and 
above point ¢ concave to point 6 and 
thus violates our criterion of consistency 
for indifference curves. 

Case 15 has a strong dislike for bacon 
and prefers the combination 1-4 over 
the combinations 4-6 and 3-8. Further- 
more, he prefers 4-6 over 3-8, i.e., he has 
the choice pattern cPa, cPb, and aPb, as 
illustrated in Diagram 13. Here again the 
indifference curve is concave to the origin 
and passes through point @ and to the 
left of point d. 

This analysis can be extended to cover 
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all the anomalous cases in the first 
quadrant which are not compatible with 
the saturation hypothesis. We could 
place these anomalous cases in similar 
groups, which, under different saturation 
hypotheses, would give consistent indif- 
ference curves. The fact remains that 88 
per cent of the cases consistent with our 
saturation hypothesis in the first quad- 
rant were successfully fitted, i.e., 14 out 
of 16. This is a significant figure when 
we consider the open possibilities of con- 
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sent the anomalous saturation vectors. 
Diagram 15 represents the corresponding 
slope vectors, and the over-all tabulated 
results are given in Table 4. 

There remains to be explained the dif- 
ference between the fitted cases listed in 
the saturation- and slope-vector columns 
in each quadrant. In the first quadrant, 
cases 5 and 12 could not be fitted without 
violating the criterion of consistency for 
indifference curves, despite the fact that 
they had proper saturation vectors, i.e., 





DIAGRAM 13 


tradiction (anomalous cases excluded) in 
Diagram 9, i.e., the possibility of con- 
tradictions among observations having, 
more or less, the same saturation area. 
VI 

Although the foregoing analysis could 
be reproduced for each of the remaining 
quadrants, the lack of space forces us to 
jump ahead to the over-all results of the 
first run of this experiment. 

Diagram 14 is the map of saturation 
vectors in which the dotted lines repre- 


saturation vectors in accord with the 
hypothesis concerning saturation. In the 
second quadrant, cases 29 and 30 indi- 
cated three-way indifference and there- 
fore precluded any evidence on satura- 
tion vectors. In the third quadrant, 
cases 40, 42, and 45 are the same as those 
in the first quadrant, while case 38 cor- 
responds to the cases in the second 
quadrant. Finally, the fourth quadrant 
had no cases which had proper saturation 
vectors but which could not be fitted. 
The hypothesis of saturation implies 
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the further hypothesis that the popula- 
tion under consideration is homogeneous 
with respect to combinations of bacon 
and eggs. By excluding those cases 
which are not consistent with this 
hypothesis (the anomalies), we see that 
in only 5 cases out of 45 did we fail, 
given saturation vectors consistent with 
our hypothesis, to plot consistent indif- 
ference curves, i.e., we were successful in 
89 per cent of the cases. 

The final composite map of partial in- 
dividual indifference curves (excluding 
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selected which are reasonably homo- 
geneous, relative to a given range of con- 
sumption goods, so that a composite pic- 
ture could be built up which was reason- 
ably representative of each individual. In 
this experiment we made no preliminary 
tests to determine comparability, relying 
on the similarity of age, education, and 
social status; the almost universal will- 
ingness to eat bacon and eggs within our 
particular culture; and the calibrating 
conditions we laid down. Then we pro- 
ceeded to eliminate those cases in which 


TABLE 4 
ALL QUADRANTS 


No. Cases 
ExcLupep 


iE 
& 


anomalous cases) is given in Diagram 16 
and their extrapolations in Diagram 17. 
Here we have succeeded in plotting 40 
consistent indifference curves out of a 
possible 45 consistent with our hypoth- 
eses of saturation and homogeneity. 
The basic hypothesis of this experi- 
ment was that we could observe pieces 
of the indifference maps of comparable 
individuals and build up a representa- 
tive composite picture from them.” In 
this we believe we were successful, from 
the evidence produced in Diagram 17. 
The experiment rested on the further 
hypothesis that interpersonal compari- 
sons are feasible and that groups can be 


| 
} 
No. 
OBSERVA- 
TIONS 
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Totals 


™Jt is for this reason that we eliminated the 
anomalous cases. 


No. Firrep 


| Saturation 


16 
9 
12 
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44 


(67 Observations) 


Per Cent 
Firrep Cases 


Per Cent 


Cases Cases Exctupep 
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64 
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the saturation vectors were contrary to 
our saturation hypothesis. The procedure 
could, of course, be improved by taking 
counsel with the sociologists and trying 
to exclude major sources of difference ex- 
plicitly or, better, to carry on parallel 
analyses for distinct groups. Doubtless, 
there are consumption complexes where 
such tests must rest on the use of the 
commodities and thus be somewhat 
question-begging. 

Suppose our observations had refused 
to fit any pattern of curves that did not 
criss-cross? Then we might have in- 
ferred (1) that our test individuals were 
not intercomparable in the desired 
sense or (2) that they did not individual- 
ly have consistent preferences or, less 
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plausibly, (3) that they failed to under- 
stand or to follow instructions. Positive 
results in this one instance certainly do 
not prove that, from a good selection of 
informants for comparability and with 
clear instructions, we could ordinarily 
get positive results for certain types of 
commodity complexes and thereby begin 
to have empirical evidence. 

The question remains whether or not 
anything could be done along this line 
by offering a controlled range of concrete 
choices and observing reactions. For 
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one individual, we could observe a lim- 
ited sequence of choices, e.g., breakfasts 
over a stretch of time, with us controlling 
the cash he has to spend as well as the 
menu and prices. But we should have to 
depend on tastes remaining constant and 
know how to allow for a taste for variety. 
For a group of allegedly comparable in- 
dividuals, we could set up choices for 
each, on the pattern of this experiment, 
but im concreto, which obviously would 
be fairly expensive. Yet, though there 
would be far better visualization and 
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freedom from reliance on introspective 
data, we should have to be careful to 
avoid a serious “‘band-wagon”’ effect. 
VII 

Our next step was to have a rerun, one 
month later, of the same experiment on 
the same individuals. We separated the 
test individuals into, roughly, two equal 
groups. The first group was given the 
identically same choice patterns and the 
second, different but symmetrical choice 
patterns. 
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Table 5 lists the 25 cases of “‘dupli- 
cates,’ Table 6 the 29 cases of “sym- 
metricals,”’ and Table 7 the 10 new ob- 
servations, i.e., individuals present at the 
second run of the experiment but not at 
the first. By comparing Tables 5 and 6 
with Table 1, it will be noticed that cases 
4, 54, 12, 21, 28, 35, 41, 424, 43, 49, 50, 
67, and 72 did not participate in the 
second run. Nevertheless, out of a total 
of 67 in the first run of the experiment, 
54 took part in the second, i.e., 81 per 
cent. The distribution of symmetrical 


TABLE 5 


DUPLICATES* 
(In Quarters) 


First-RuN 
PREFERENCES . 
CASE 
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* Numbers in parentheses indicate ‘‘indifference.’’ 

t Classifications are as follows 
Cases anomalous in both runs of the experiment 
Cases anomalous in the first, but not in the second, run 
Cases anomalous in the second, but not in the first, run 
Cases identically normal in both runs 
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Cases normal in both runs with identical saturation vectors but with preference verge between second and third preferences or 


between first and second preterences 
Imperfect homogeneity within saturation area. 
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choice patterns among the four quad- 
rants is given in Table 8. Table 9 com- 
pares the distribution of normal and 
anomalous cases in each run of the ex- 
periment, as well as the cases in the first 
run which did not participate in the 
second run and vice versa. 

Out of the 23 choice patterns that 
were anomalous in the first run of the 
experiment, 4 were not repeated in the 
second run. And, out of these 19 remain- 
ing choice patterns, 14, or 74 per cent, 
were also anomalous in the second run, 
while only 5, or 26 per cent, were anoma- 


lous in the first run and normal in the 
second. In the second run, however, 11 
out bf the 25 anomalous cases, or 44 per 
cent, were normal in the first run and 
anomalous in the second; but 10 out of 
these 11 cases were symmetrical choice 
patterns. We shall return to this when 
we consider the criterion of consistency 
for normal and anomalous cases. 

Out of the 29 cases which were normal 
in the second run and which participated 
in both runs of the experiment, only 5, or 
17 per cent, were anomalous in the first 
run. Conversely, out of the 35 cases 


TABLE 6 


SYMMETRICALS* 
(In Quarters) 
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* Numbers in parentheses indicate “‘indifference.”’ 
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which were normal in the first run and 
which participated in both runs of the 
experiment, 11, or 31 per cent, were 
anomalous in the second run. We shall 
demonstrate later in this paper that 
movement from normal in the first run 


TABLE 7 
NEW SECOND-RUN CASES* 
(In Quarters) 


PREFERENCES 
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Numbers in parentheses indicate “‘indifference.’’ 


TABLE 8 
QUADRANT TRANSPOSITIONS 


Transpositions No. Cases 


I- Il 
I-III 
I-IV 
ii | 
II-Iil 
II-IV 
Iil- I 
Iil- Il 
IIl-IV 
Iv- I 
IV- Il 
IV-Ill 


Total. ... 


te 
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to anomalous in the second is perfectly 
permissible and vice versa. 

We pointed out earlier that the ex- 
periment was so designed as to make it 
impossible for an individual to make an 
irrational choice, e.g., aPb and bPc and 
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cPa, but that in the rerun of the experi- 
ment this would become a significant 
test for the consistency or rationality of 
the individual. We require, therefore, a 
concept of consistency (1) for those indi- 
viduals faced with identical choice pat- 
terns, i.e., “duplicates,’’ and (2) for 
those individuals faced with symmetrical 
choice patterns, i.e., choice patterns 
transposed symmetrically into another 
quadrant. It is important to point out 
that the test for consistency for sym- 
metricals is not the same as that for 
duplicates. 
TABLE 9 
COMPARISON OF NORMAL AND ANOMALOUS 
CASES, FIRST AND SECOND RUNS 


First Run 


| Normal | Ancme 


First Run lous 


Not in sec 
ond run 

Normal 

Anomalous . | 


Totals 





The test of consistency for duplicates 
is twofold. We require that the satura- 
tion vectors be identical in both runs of 
the experiment. The choice between sec- 
ond and third preferences is permitted 
to vary, i.e., given @Pb and bPc and aPc 
in the first run, we require that the sat- 
uration vectors determined by aP6 and 
aPc be identical; cPa would be a sign of 
inconsistency. But, once we are given 
aPb and aPc, the third choice may be 
bPc or cPb without violating our criterion 
of consistency. This would apply to the 
duplicate cases whose apex of the triangle 
joining the three combinations points 
roughly in the direction of the hypothetical 
saturation area, as in Diagram 18. This 
is, once again, the concept of the prefer- 
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ence verge as applied to two separate 
choice patterns of one individual. 

In those cases in which one side of the 
combination triangle is fangential to 
the hypothetical saturation area, as in 
Diagram 18, it is possible that the first- 
run choice pattern may be bPa, bPc, and 
aPc and the second-run choice pattern 
may be aPb, aPc, and bPc without 
necessarily involving us in an incon- 
sistency. That is, we could permissibly 
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the experiment. Of course, in the case of 
an identical response there is no problem. 
Thus we break the criterion of con- 
sistency as applied to normal cases into 
two component groups. In one case we 
impute indifference between second and 
third choices and, in the other, indiffer- 
ence between first and second choices. 
In the case of the symmetricals, how- 
ever, the test of consistency depends on 
the two observations with reference to 





j 
3 


E 


DIAGRAM 18 


conclude that the difference between 
combinations 6 and a is so slight as to ap- 
proach indifference; and we could then 
proceed to draw an indifference curve 
passing through points } and ¢ which 
would be compatible with our saturation 
hypothesis, ie., a preference verge. 
Furthermore, either of these two choice 
patterns could have been considered 
anomalous in the first run of the experi- 
ment. Thus with our second observation 
we are in a position to correct some of the 
conclusions arrived at in the first run of 


the individual’s implicit ideal combina- 
tion of bacon and eggs; that is, the two 
observations taken together give us in- 
direct evidence on the individual’s true 
saturation area. If, as in many cases, the 
saturation area coincides with our hy- 
pothesis, then the test of consistency is 
the same as that for duplicates. If, how- 
ever, the saturation area is not con- 
sistent with our hypothesis, then the 
saturation vectors of the two observations 
are not symmetrically identical. This can 
best be illustrated by Diagram 19, which 








312 


illustrates case 7a in the first run of the 
experiment and its symmetrical counter- 
part in the second run, case 43. The 
square 5S, represents our saturation 
hypothesis and the square S, the actual 
saturation area of the individual in 
question. It is evident that the pairs of 
saturation vectors be and ac in the first 
quadrant and da and ca in the third 
quadrant are not symmetrically identi- 
cal. And this follows from the fact that 
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By defining ‘“‘normal’’ as those cases 
consistent with our saturation hypothe- 
sis, we can now proceed to break down 
the 54 observations which were either 
duplicated or made symmetrical into 
(1) normal-consistent, (2) normal-incon- 
sistent, (3) anomalous-consistent, and 
(4) anomalous-inconsistent. Table 10 
lists the over-all results. It follows that 
80 per cent, or 43 out of 54 cases, were 
consistent and hence rational in their 
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DIAGRAM 19 


the saturation area is S, and not S,. 
Therefore, although the saturation vec- 
tors are not symmetrically identical, 
they are consistent with reference to the 
actual saturation area. Here, then, is our 
test of consistency for symmetricals as 
distinct from our test of consistency for 
duplicates."$ 

3In Diagram 7 of the first quadrant, it will be 
noticed that the saturation vectors for case 7a are 
not labeled “anomalous.” In view of the evidence 


obtained from the second run of the experiment, 
where each individual was asked to write his ideal 


choices. Table 10 should be compared 
with Table 9. 


combination on the back of the card, 7a should be 
listed as anomalous, despite the fact that superficially 
the saturation vectors are consistent with our hy- 
pothesis. The frequency of such cases is so slight, 
however, as not to vitiate the conclusions derive 
from the first run of the experiment. Even without 
the explicit statement by the individual of his ideal 
combination, we could and did arrive at the same 
conclusion inferentially, i.e., we inferred this state 
of affairs first and then checked with the stated ideal 
combination. The opposite case of moving from an 
anomalous position in the first run of the experiment 
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VIII 

In order to test our saturation hy- 
pothesis, we asked all persons at the end 
of the second run of the experiment to 
state their ideal combinations of bacon 
and eggs. Table 11 gives the frequency 
distribution of these ideal combinations, 
and Diagram 20 illustrates the three- 
dimensional frequency distribution. 


TABLE 10 


CONSISTENCY TABLE FOR DUPLICATED 
AND SYMMETRICAL OBSERVATIONS 


= ———— === 
| 
j 
. | In- 
| CONSISTENT | 


| Nor 


mal 


Duplications 14 
Symmetricals 


Totals 25 











Our saturation hypothesis is roughly 
correct—more so for eggs than for bacon. 
Out of a total of 64 observations, (1) only 
16 individuals, or 25 per cent of the total, 
fall entirely outside the saturation hy- 
pothesis; (2) 48 individuals, or 75 per 
cent, though imperfectly homogeneous, 
are fairly consistent with our hypothesis 
with respect either to bacon or to eggs 
(this is not a serious flaw, since we did 
not, nor could we, expect perfect homo- 
geneity—imperfect homogeneity is in no 
way a bar to our drawing up a composite 
indifference map) ; and (3) 10 individuals, 
or 16 per cent, are perfectly consistent 


to a truly normal position in the second run is ob- 
viously not possible in the case of symmetricals. 

It is also interesting to note that by this device 
we can take any individual; give him from two to 
four symmetrical choice patterns; ask him to indi- 
cate his first, second, and third preferences for each 
choice pattern; and then ask him to state his ideal 
combination. This would be a good test for consist- 
ency and hence rationality. 
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with our saturation hypothesis. If our 
class interval is made to include 3 units 
of bacon and 3 units of eggs, which is im- 
plied by our saturation hypothesis, then 
21 out of 64 individuals, or 33 per cent, 
are perfectly consistent with our satura- 
tion hypothesis. This was a crucial test 
in the sense that if our saturation hy- 
pothesis had been overwhelmingly re- 
jected, then we would not have been 
justified in drawing a composite indiffer- 
ence map. 

Diagram 21 is the composite map of 
partial individual indifference curves, 


TABLE 11 


FREQUENCY DISTRIBUTION OF IDEAL 
BACON AND EGG COMBINATIONS 
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excluding the anomalous cases, of the 
second run of the experiment; and Dia- 
gram 22 extrapolates these curves be- 
yond the area of immediate observation. 
All the intermediary steps have been ex- 
cluded; and the reader may, if he wishes, 
work them out as we did in the first run 
and see whether he reaches the same 
over-all tabulated results as those in 
Table 12 and the same composite map of 
indifference curves from the original 
data in Tables 5, 6, and 7. 

The difference of 5 between the totals 
of fitted cases in the saturation- and 
slope-vector columns is due to the five 
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cases 34, 27, 30, 53, and 63, which, 
though having proper saturation vec- 
tors, could not meet the criterion of 
consistency of all indifference curves. 
Thus, by considering only the homo- 
geneous population consistent with our 
saturation hypothesis, we see that in 
only 5 cases out of a total of 39, or 13 per 
cent of the total, did we fail to plot con- 
sistent indifference curves, i.e., we were 
successful, as in the first run of the ex- 
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periment, in 87 per cent of the cases." 
We have succeeded in plotting 34 con- 
sistent indifference curves out of a pos- 
sible 39 consistent with our hypotheses 
of saturation and homogeneity. 


IX 


If we compare Table 3 with Table 11 
and Diagram 17 with Diagram 21, we 


Cf. Table 3 and commentary on pp. 302-4, 
above. 
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find that there is a high degree of corre- 
lation between the two runs of the ex- 
periment. This can hardly be fortuitous, 
since (1) one month elapsed between the 
two experiments; (2) at no time did the 
individuals tested know that they would 
be called upon to repeat the experiment; 
(3) 25 individuals were given the identi- 
cally same choice patterns to choose from 
in the second run of the experiment; 
(4) 29 individuals were symmetrically 
transposed from one quadrant to another 
in the second run of the experiment; and 
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(5) 10 individuals supplied completely 
new evidence, i.e., they did not partici- 
pate in the first run of the experiment. 
We are reluctant to jump from this 
simple experiment to general over-all 
conclusions. We are extremely aware of 
the crudeness of the experiment, e.g., its 
complete reliance on introspective data. 
Nevertheless, we feel that the results of 
this experiment are at least interesting.’ 
It has been maintained that utility is 
not empirically observable but that pref- 


ts Cf. our remarks on pp. 305-7, above. 
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erence is. But the implied procedure for 
observing preference is not workable, as 
we have pointed out, for any single indi- 
vidual. Textbooks are prone to draw in- 
difference maps referring to a single 
mind and implicitly presuppose that the 
individual has in some way or other indi- 
cated preference and indifference for an 
infinite number of possible combinations 
of the variables represented on the X- 
and Y-axes. If we were to attempt an em- 
pirical derivation of such an indifference 
map, the nervous breakdown of the indi- 
vidual would precede by far the data 
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This way madness lies—in one of two 
senses. Either our subject will find that 
we do not mean business, so that after 
the first couple of decisions he will not be 
friendly enough to put himself in the 
frame of mind of facing an actual choice; 
or if each time he thinks that now at last 
we mean business, he will soon be disap- 
pointed. No evidence this way! 

If individual indifference maps are not 
empirically demonstrable, then com- 
munity indifference maps are also not 
capable of empirical demonstration. And 
we are faced with an analytical frame- 


TABLE 12 


ALL QUADRANTS, SECOND-RUN EXPERIMENT 
(64 Observations) 


No. Cases 


OBSERVA- 


Fitrep Cases 


| 
Per Cent Per Cent 


Cases Exc.Lupep Firrep Cases 
| 





QUADRANT - 


EXxcLUDED af 
| 
| 
| 
| 
} 


\Saturation| Slope 


Totals 


necessary for the construction of such a 
map. 

Suppose we take an individual and 
spread before him a counter full of as- 
sorted shirts and socks and then proceed 
to ask him the following question: 
“Make believe you have a working stock 
of ten assorted shirts and ten assorted 
pairs of wool socks. Now will you agree to 
recede toa sock-stock of seven pairs if you 
are allowed to build up your shirt-stock 
to eleven?” If he says No, we offer him 
eleven shirts with eight pairs of socks. If 
he says Yes, we hastily withdraw the 
offer and ask him instead whether he 
would agree to recede to nine shirts if 
we let him have thirteen pairs of socks. 


Saturation| 


Slope | Saturation hase | Saturation] Slope 


14 (| 32 | 36 68 1 64 
6 38 54 62 | 46 
| 33 40 67 | 60 

57 43 | 30 


53 


work which in no way can establish a 
structural isomorphism between our logic 
and the empirical phenomena with which 
we are concerned, i.e., we should be re- 
stricted, as J. M. Clark suggests, to a 
tautological universe in which economists 
are forever confined to uttering analyti- 
cal propositions. This also bears quite 
heavily on welfare economics, especially 
in terms of Hicksian consumers’ surplus. 

Our procedure was to substitute a 
small number of observations from each 
of a number of comparable individuals 
for the unobtainable large number of 
observations necessary for the indiffer- 
ence map of a single individual. And, 
from this small number of observations 
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from each of a number of comparable 
individuals, we drew a composite indif- 
ference map which is roughly representa- 
tive of the unobtainable indifference map 
of each individual. 

The key to the whole experiment rests 
in what we mean by “comparable’’ indi- 
viduals. We began by first setting up a 
saturation hypothesis, which, in the 
main, was verified by subsequent obser- 
vations and which, in turn, implied a hy- 
pothesis of homogeneity. The analytical 
tools we designed for this purpose were 
the saturation and slope vectors which 
permitted us to weed out the anomalous 
cases and thus insure a somewhat homo- 
geneous group. The second run of the 
experiment served the purpose of refining 
the observations made in the first experi- 
ment by correcting those cases which 
superficially appeared normal in the first 
run of the experiment but were really 
anomalous” and, conversely, those cases 
which appeared to be anomalous in the 
first run of the experiment but which 
were really normal.'? Furthermore, the 
various criteria of consistency for normal 
and anomalous cases, applied in the light 
of observations from both runs of the ex- 
periment, served to enhance the possi- 

6 This applies only in the case of symmetricals. 
The opposite movement from anomalous in the first 
run to normal in the second run in the case of sym- 
metricals, however, is flimsily possible, once we have 
two sets of observations whose combination triangle 


is tangential to the saturation area (cf. Diagram 19 
and n. 13 on p. 312). 


7 This applies to those duplicates whose combi- 
nation triangle is tangential to the saturation area, 
or, more tenuously, to symmetricals which are tan- 
gential to the saturation area—we have not elaborat- 
ed on this in the text. The opposite movement of the 
duplicates is, of course, not possible (cf. Diagram 18 
and p. 311). 
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bility that the composite indifference 
map did apply to a group of comparable 
individuals, i.e., a homogeneous popula- 
tion. It is fairly safe to assume, therefore, 
that the part of the utility function of 
each individual pertaining to bacon and 
eggs was sufficiently close to all the oth- 
ers to permit us to draw a composite in- 
difference map. 

We found that most of the individuals 
participating in both runs of the experi- 
ment were consistent in time. According 
to the figures in Table 10, 43 out of the 
54 individuals who took part in both runs 
of the experiment, or 80 per cent of this 
total, were consistent in their choices 
over time. We assume, therefore, that the 
taste factors that Milton Friedman 
speaks of were constant, in the short run. 
Furthermore, the opportunity factor was 
represented by the three combinations of 
bacon and eggs open to each individual. 
We conclude, therefore, that at least in the 
short run Friedman's over-all objections 
do not apply to this experiment, and we 
point out that he concedes the possibility 
of an experiment such as this one." 

It would be convenient, of course, if 
we were in possession of a workable and 
acceptable “‘utilimeter”’; then the prob- 
lem of empirically deriving an individ- 
ual’s indifference map or a community 
indifference map via statistical sampling 
would be considerably lessened. But we 
do not have a “utilimeter,’’ nor is it 
probable that we shall ever have one. In 
so far as we must, therefore, rely on intro- 
spective data, the potentialities of com- 
posite indifference maps are significant— 
especially in welfare economics. 


*® Cf. n. 8, p. 290, above. 





PATTERN BARGAINING AND THE UNITED STEELWORKERS* 


GEORGE SELTZER 
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I. INTRODUCTION 


R several years an influential group 
of economists has been seriously 
concerned over what it regards as 

the monopoly power of unions. The term 
“labor monopoly”’ has been used to de- 
scribe a variety of union practices. One 
of the most frequent uses has been in con- 
nection with pattern bargaining.’ 

The union whose practices are most 
frequently cited as an example of pattern 
bargaining is the United Steelworkers of 
America, CIO. It is alleged that the 
USA-CIO imposes the terms of a key 
bargain uniformly on all the many and 
varied firms with which it bargains, 
regardless of industrial classification, 
size, location, competitive circumstances, 
or financial condition. One of the severest 
critics of pattern bargaining by the 
USA-CIO is Professor Leo Wolman. 
Wolman has written: 

* This article is based on a study conducted at 
the Industrial Relations Center, University of Chi- 
cago, and financed by a grant from the Rockefeller 
Foundation. 

I appreciate the assistance rendered by various 
members of the economics faculty of the University 
of Chicago. Two require particular mention: Pro- 
fessor F. H. Harbison for valued counsel throughout 


the study and Professor Albert Rees for considerable 
editorial assistance in the preparation of this article. 


? Pattern bargaining can be defined as the negoti- 
ation of labor agreements by reference to one agree- 
ment, generally called the ‘key bargain,” which 
serves as a standard or model for many others. The 
term ‘‘labor monopoly” has also been used in con- 
nection with the closed shop, industry-wide bargain- 
ing, emergency strikes, union-employer collusion, 
and the general impact of collective bargaining on 
the price system. Since the scope of this paper is 
limited to pattern bargaining, the validity of the 
labor-monopoly concept in these other contexts will 
not be discussed. 


This form of bargaining has been going on 
for only a few years, but it has already had 
far-reaching effects on the wage structure of the 
country. In the steel and automobile industries 
long-standing wage differentials in favor of 
plants situated in small towns and rural com- 
munities and of small and new businesses have 
been eliminated. ... The process of attrition 
is inexorable and the lag between regions and 
types of business is steadily narrowing... . 
When the inflation ends, as it always does, we 
may expect these policies of national unionism 
and national bargaining to shrink the total 
volume of employment and to divert to the 
larger industrial centers a good deal of what 
employment is left. 


In 1947 Wolman told a Senate com- 
mittee that pattern bargaining by the 


USA-CIO was monopolistic and that the 
national union had imposed uniform 
terms on all employers.‘ 

A similar view has been expressed by 
the Nonbasic Steel Coordinating Com- 
mittee, an organization made up of em- 
ployers in steel-fabricating and other in- 
dustries who bargain with the USA- 
CIO. A spokesman for this group testi- 
fied: 


We seek relief from the campaigns of the 
United Steelworkers of America, CIO, which 
force our members to conform to wage settle- 
ments and other contract provisions arrived 
at in an unrelated industry—basic steel.s 


3 Industry-wide Bargaining (Irvington-on-Hud- 
son, N.Y.: Foundation for Economic Education, 
1948), P. 35. 

4U.S. Congress, Senate, Labor Relations Pro- 
gram: Hearings before the Committee on Labor and 
Public Wel fare (80th Cong., 1st sess. [Washington: 
Government Printing Office, 1947]), Part I, p. 96. 


5 Testimony of E. S. Evans, Jr., in behalf of the 
Nonbasic Steel Coordinating Committee, ibdid., 
Part II, p. 639. 
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We oppose union-wide bargaining because 
it imposes on employees and employers arbi- 
trary wages and working conditions without 
consideration for their competition, their local 
problems, or the public’s interest in having their 
products at the lowest possible price. ... We 
oppose union-wide bargaining because it is 
monopolistic.® 


Testimony such as this appears to 
have won support in the Congress for 
proposed laws to limit the area of collec- 
tive bargaining. One such proposal was 
passed by the House of Representatives 
and failed to pass in the Senate by only 
one vote.’ 

The attack on pattern bargaining by 
the United Steelworkers raises a number 
of issues which will be discussed in this 
article: 


1. What are the facts? To what extent has 
pattern bargaining produced conformity with 
the terms of a key bargain? Is this conformity 
increasing as time goes on, as Wolman contends, 
or is it stable or decreasing? Is the concept of 
pattern bargaining equally valid when applied 
to all the elements of the wage bargain (absolute 
level of wages, amount of increase, pensions 
and other fringe items, etc.), or is it more 
applicable to some than to others? 

2. What are the causal forces? What factors 
determine the degree of conformity with the 
key bargain? How important is the coercive 
power of the union relative to the forces of the 
product market, the local labor market, and 
government policy? 


3. What are the consequences? How does pat- 
tern bargaining affect the allocation of re- 
sources and the survival of firms? What are the 
public policy implications of these effects? 


6 Jbid., p. 642. 


7 The Senate version of this proposal was known 
as the Ball amendment to the Taft-Hartley Bill. 
It would have limited the certification of bargaining 
agents by the National Labor Relations Board to 
unions representing solely the employees of one 
employer, or of several employers within the same 
metropolitan district or county. It would further 
have made it an unfair labor practice for a parent- 
union to force an affiliated local to settle for contract 
terms prescribed by the parent-body. 
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The discussion will be confined to the 
United Steelworkers of America and the 
firms bargaining with it during the years 
1946-49. The two main bargaining areas 
will be treated separately ; the basic-steel 
industry first and the steel-fabricating 
and miscellaneous firms second. 


It. THE BASIC-STEEL INDUSTRY 
A. THE EMPIRICAL RECORD® 


Collective bargaining in the basic- 
steel industry from 1946 to mid-1950 in- 
cluded four “‘rounds”’ of contract nego- 
tiations. During the first three rounds, 
which were characterized primarily by 
general wage increases, the agreements 
between the USA-CIO and the United 
States Steel Corporation served as the 
key bargain. In the pension and insur- 
ance round of 1949 the Bethlehem settle- 
ment provided the key bargain."° 

Basic-steel collective-bargaining units 


§ The basic-steel industry as defined in this study 
consists of some 225~250 firms engaged in the pro- 
duction of pig iron, steel ingots, and primary steel 
shapes such as rails, plates, sheet, bars, wire, and 
tubes. It does not include the further processing or 
fabrication of these primary shapes. 

The firms in the basic-steel industry may be 
classified by their degree of integration. Integrated 
firms produce pig iron, ingots, and finished steel 
(primary shapes). Semi-integrated firms produce in- 
gots and finished steel but no pig iron. Noninte- 
grated firms produce finished steel but no pig iron or 
ingots. As of January 1, 1948, integrated firms had 
93 per cent of the industry’s pig-iron capacity, 90 
per cent of the ingot capacity, and 88 per cent of the 
capacity for hot-rolled products. 

® Based on an analysis of collective-bargaining 
agreements, supplemented by interviews. Approxi- 
mately 135 basic-steel agreements were analyzed 
for each of the four rounds of wage increases. These 
account for more than go per cent of the basic-steel 
bargaining units and more than gs per cent of the 
estimated USA-CIO membership in basic steel. 

‘© The selection of these particular agreements as 
the key bargain is justified by the policy statements 
of the union as well as the general conformity with 
them throughout basic steel. Throughout the period 
the United States Steel contract is used as the 
standard for minimum-wage rates and fringe-wage 
items other than pensions and social insurance. 
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as a whole show substantial agreement 
with the settlement terms of the key bar- 
gain throughout the four rounds. The 
greatest relative degree of conformity oc- 
curred in the first round (1946); the least, 
in the fourth (1949). In each of these 
rounds the USA-CIO engaged in lengthy 
strikes, and both were marked by gov- 
ernmental intervention. 

Significant variation in relative con- 
formity with the key bargain is indicated 
for specific contract items and between 
groups of firms differing in degree of pro- 
duction integration. 

The key bargain was most effective as 
a standard for the timing and amount of 
wage increases. In each of the three 
rounds of wage increase at least 98 per 
cent of the USA-CIO membership em- 
ployed in integrated units received a 
wage increase identical with that of the 
key bargain. Among nonintegrated units, 
on the other hand, while 94 per cent of 
the members received a wage increase 
identical with the key bargain in 1946, 
this figure decreased to 82 per cent in 
1947 and to 70 per cent in 1948. There 
were strikingly few wage increases in 
basic steel which exceeded the key bar- 
gain. Only one was recorded in 1946, and 
two each in 1947 and 1948; none of these 
exceeded the key bargain by more than 
one cent. Apparently the key bargain 
tends to act as a ceiling, rather than a 
floor, for wage adjustments. 

The fact that integrated steel units 
continued to adhere rigorously to the key 
bargain in 1948 is noteworthy in view of 
the circumstances. In that round the 
union was constrained from striking by 
the general prevalence of “‘no-strike”’ 
clauses in its collective-bargaining con- 
tracts. This suggests that, at least for the 
integrated units (which account for more 
than go per cent of total steel-ingot ca- 
pacity), the coercive power of the USA- 


CIO is not a sufficient explanation for the 
prevailing high degree of uniformity in 
the timing and amount of wage increases. 

In the pension and insurance round of 
1949, almost all the integrated units 
adopted pension provisions identical 
with, or based on, the key bargain. About 
85 per cent of the semi-integrated units 
and approximately 55 per cent of the 
nonintegrated units adopted similar pro- 
visions. 

The key bargain was also followed 
closely in regard to fringe-wage items," 
though once again the uniformity was 
greatest among the integrated units and 
least among the nonintegrated producers. 
The outstanding departure from the key 
bargain concerned severance-pay clauses. 
Such clauses were omitted from the 
agreements of about 40 per cent of the 
semi-integrated units and from about 70 
per cent of the agreements of the nonin- 
tegrated units. On the other hand, with 
one exception, all the semi-integrated 
and nonintegrated units which did grant 
severance pay had provisions identical 
with those of the key bargain. 

As a standard for minimum-wage 
levels, the key bargain was also of varied 
effectiveness. At the conclusion of the 
fourth round, all but one of the inte- 
grated units, accounting for 98 per cent 
of the employees in this group, provided 
a minimum plant rate that was identical 
with the key bargain. Among the semi- 
integrated firms, however, only 42 per 
cent of the contracts, with 35 per cent of 
the employees, had minimum plant rates 
identical with the key bargain, while, for 
nonintegrated firms, minimum-wage 
rates identical with the key bargain were 
provided by 34 per cent of the units, 

*t These include reporting allowances, overtime 


pay, shift premiums, holiday provisions, vacations, 
and severance pay. 
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which accounted for 44 per cent of the 
employees in this group. 

Thus three separate trends are dis- 
cernible in the application of the key 
bargain in basic steel. First, it is most 
effective in the integrated units, where it 
serves almost as a rule, and least effective 
in the nonintegrated units, where it 
serves as a goal. Second, its immediate 
effectiveness outside the integrated units 
decreased during the period studied. 
Finally, the key bargain is most effective 
with respect to the amount of wage in- 
crease and less effective with respect to 
fringe items and minimum-wage levels. 


B. THE DETERMINANTS 

Wage uniformity within the basic- 
steel industry is produced by at least 
three types of forces: labor and product 
market conditions, government action, 
and collective bargaining. These factors 
will be discussed individually. 

LABOR AND PRODUCT MARKET FORCES 

A great deal of the wage uniformity in 
the basic-steel industry can be explained 
by market structure and market forces 
alone. Evidence of this is provided by an 
examination of the wage changes in the 
industry during a period prior to unioni- 
zation and free of government wage 
regulation. 

It was not possible to get complete 
statistical wage series by firms for the 
pre-union period, but data based on ac- 
counts published in the New York Times, 
and confirmed by Jron Age, present a 
fairly clear picture.” These data cover 
major steel producers and some smaller 
producers for the twenty-year period 
from 1913 to 1932."3 They show general 


2Jron Age is regarded as an ‘‘authoritative 
source” by the American Iron and Steel Institute 
(see, e.g., the Institute’s Annual Statistical Report, 
1940, p. 132). 
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agreement in the timing and amount of 
wage changes throughout the industry 
and substantial identity in the common 
labor rates in the Pittsburgh, Youngs- 
town, and Chicago districts.** The United 
States Steel Corporation took the lead in 
eleven of the fourteen general wage 
changes during this period; no other 
basic-steel firm assumed the leadership 
role more than once. 

The record throughout the period 
studied contains numerous statements 
about the role of United States Steel as 
a wage leader. Three of these are repro- 
duced here as examples. 

When United States Steel announced 
a 10 per cent wage increase in January, 
1916, the New York Times reported: 
“The steel trade expects to see the inde- 
pendent companies follow the lead of the 
Corporation. For several years the Cor- 
poration’s standard has been closely fol- 
lowed by most of the others.”’** The Jron 
Age account of the United States Steel 
wage increase of October, 1917, added: 
“All of the leading steel companies in the 
Pittsburgh, Youngstown and Wheeling 
districts will make a general advance of 
10 per cent to take effect October 1 the 
same as the Steel Corporation ad- 
vance.’ After United States Steel an- 
nounced a wage increase in April, 1923, 
the president of the Youngstown Sheet 
and Tube Company said: “I am glad the 
Steel Corporation has made this an- 
nouncement. Wage increases have been 
going on around us [apparently in other 
industries]. We always follow the Steel 

3 The period 1933-36 has been excluded to elimi- 
nate the influence of the NRA code. 

‘4 This pattern of common labor rates is con- 
firmed by continuous series on common labor rates 
available for certain plants of United States Steel, 
Jones and Laughlin, Youngstown Sheet and Tube, 
and Inland Steel. 

1s New York Times, January 7, 1916, p. 17. 

© Iron Age, C (September 27, 1917), 751- 
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Corporation and we will do so this 
time.’’"? 

It seems clear that the USA-CIO did 
not initiate uniformity of wage behavior 
in the basic-steel industry."* This uni- 
formity is rooted in the product and 
labor market structure of the industry. 

The synchronization of the wage be- 
havior of basic-steel firms is in part a re- 
flection of the larger business strategy 
prevailing in the industry. On the prod- 
uct-price side, this strategy has resulted 
in price leadership and the use of a bas- 
ing-point system. What factors underlie 
such co-ordinated policies? First, there is 
the dominant position of United States 
Steel, which has about one-third of the 
nation’s total steel-ingot capacity and 
had from 40 to 50 per cent during the 
years 1913-32. Moreover, most of the 
balance of steel-ingot capacity is owned 
by a small number of firms. An additional 
factor is the dependence of the semi- 
integrated and nonintegrated firms upon 
their larger integrated competitors for 
their supply of pig iron and steel ingots. 
Finally, in an industry characterized by 
high fixed costs, large cyclical fluctua- 
tions in the level of operations, and rela- 
tively inelastic demand, there is a gen- 
eral inclination to avoid the hazards of 
price and wage competition. 

An additional basis for similarity of 
wage behavior is the geographic concen- 

7 Tbid., CXII (April 12, 1923), 1054. 

’For similar views see C. Daugherty ef al., 
Economics of the Iron and Steel Industry (New 
York: McGraw-Hill Book Co., 1937), I, 146; John T. 
Dunlop in the Wharton School of Finance and Com- 
merce, Proceedings of the Conference on Industry- 
wide Bargaining (Philadelphia: University of 
Pennsylvania Press, 1948), p. 39; and Robert 
Tilove, Collective Bargaining in the Steel Industry 
(Philadelphia: University of Pennsylvania Press, 
1948), p. 28. For a contrary view see John A. Ste- 
phens, ‘‘The Emergence of Patterns in the Steel In- 
dustry” (statement submitted to the President’s 
Steel Board by the United States Steel Corporation, 
August 30, 1949). 
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tration of steel plants."® Most of the 
major producers have plants in one or 
more of the three principal steel-produc- 
ing districts (Pittsburgh, Youngstown, 
and Chicago), and United States Steel is 
a large employer in all three. This helps 
to explain the pre-union similarity of 
common labor rates in these districts. 
Bethlehem Steel, which during the pre- 
union period consistently paid lower 
common labor rates than the other large 
companies, has its plants far from the 
major steel-producing centers. The gen- 
eral correspondence in timing and 
amount of wage changes between Beth- 
lehem and the Pittsburgh-Chicago- 
Youngstown producers can probably be 
explained by interdependence of business 
policies stemming from the product mar- 
ket structure. 


GOVERNMENT ACTION 

Since 1933 government policies have 
helped to maintain and extend wage uni- 
formities in basic steel. The NRA code 
for the industry set minimum hourly 
wage rates for common labor and pro- 
vided for uniform general wage in- 
creases.” The code, which was largely a 
management product and was adminis- 
tered by the American Iron and Steel In- 
stitute, attempted to preserve the exist- 
ing wage relationships of the industry.” 
But it did more than preserve historical 


*9 For employer testimony on the importance of 
this labor market factor see the statements of Luke 
E. Sawyer, Babcock and Wilcox Company, and 
J. W. Kinnear, Jr., Firth-Sterling Steel and Carbide 
Corporation, before the Presidential Steel Board 
of 1949 (‘‘Transcript,”’ p. 2035). 


2° The code set a minimum common labor rate 
of 40 cents per hour for atout 60 per cent of the 
industry. The rest of the industry was governed by 
six wage minima ranging from 25 to 38 cents. All 
plants outside the South were required to pay at 
least 35 cents. 


3t See Daugherty et al., op. cit., chap. vii. 
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geographic differentials in the face of 
economic chaos; it increased uniformity 
by equalizing wage scales within its wage 
districts. 

A further government step toward uni- 
formity of wage levels was taken under 
the Walsh-Healy Public Contracts Act. 
The 1939 minimum-wage determination 
for the iron and steel industry divided 
the country into six “‘localities’’ with 
four wage minima. Its chief effect was to 
eliminate the long-standing differential 
between Bethlehem and the other major 
producers. 

During and after World War II the 
actions of the federal government again 
contributed to wage uniformity. The 
“Little Steel’’ formula of the War Labor 
Board provided a standard wage policy 
not only for basic steel but for all in- 
dustry. Moreover, a WLB directive pro- 
vided the basis for the steel industry’s 
wage rationalization program. This pro- 
gram was designed to eliminate intra- 
company inequities, but it also had far- 
reaching effects in equalizing the inter- 
company wage structure. 

The direct participation of the White 
House in the 1945-46 basic-steel wage 
negotiations, combined with the pres- 
ence of government price and wage con- 
trols, was important in bringing about 
the almost universal acceptance by basic- 
steel firms of an 18}-cent wage increase. 
Finally, the approval of the principle of 
noncontributory pensions by the Presi- 
dent’s Steel Board in 1949 contributed to 
the spread of such pensions in the in- 
dustry. 

These government wage actions, espe- 
cially those based on “prevailing”’ rates, 
are not merely expressions of public poli- 
cy. They may also reflect market condi- 
tions and employer policy, and in recent 
years they have reflected the accomplish- 
ments and goals of the union. 
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COLLECTIVE BARGAINING 


It should not be inferred from the pre- 
ceding sections that the USA-CIO has 
had no influence upon wage leadership 
and wage uniformity in basic steel. Quite 
the contrary is true. Collective bargain- 
ing has extended the area of uniformity 
and formalized the process by which it 
arises. The union has become an instru- 
ment for the prompt, industry-wide 
transmission of wage actions. Companies 
relatively remote from the centers of steel 
production and those which produce 
specialized products are now confronted 
with a direct request to conform to the 
key bargain. Agreements with some com- 
panies even contain provisions for auto- 
matic compliance with the terms of a key 
bargain, particularly with respect to the 
timing and amount of wage changes. 

The USA-CIO has accepted the cus- 
tomary practices of the industry and has 
tried to accommodate them to its objec- 
tives. The adoption of a uniform wage 
policy by the union can be explained by 
a variety of factors: (a) economic—in 
order to preserve employment for its 
members, the union wants to minimize 
the competitive disadvantages that may 
arise for particular employers from the 
differential impact of collective bargain- 
ing; (b) tactical—the union seeks to pre- 
sent a united front and avoid whipsawing 
by employers; (c) equitable—one of the 
goals of the union is to obtain “equal pay 
for equal work’’; (d) political—uniform- 
ity prevents the frictions and political 
pressures which may arise when one 
group of members makes larger gains 
than another; (e) administrative—a uni- 
form policy provides standards for 
negotiators. 

It is significant that even in periods of 
full employment the union has not used 
the key bargain as an inflexible standard. 
To be sure, the burden of proof rests on 
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the employer, but where local conditions 
require a departure from the key bargain 
the USA-CIO has given consideration 
to the circumstances. 

Thus, a USA-CIO district director 
wrote to the Pittsburgh headquarters of 
the union regarding a below-key-bargain 
settlement with a nonintegrated firm: 
“We were able to obtain only ten cents 
(10¢) per hour increase across the board 
[this was in 1947 when the industry 
standard was 12$ cents] on the com- 
pany’s plea that they are losing money 
during the present period of their expan- 
sion. ... We have investigated the Com- 
pany’s financial condition and find its 
statements to be true.’’” 

On the whole, then, collective bargain- 
ing has supplemented market forces and 
governmental action in contributing 
toward greater wage uniformity in basic 
steel. Market forces were effective in the 
creation of wage level as well as wage- 
change uniformities. Governmental poli- 
cies were most significant for the exten- 
sion and maintenance of uniform wage 
levels, while, on the other hand, collec- 
tive bargaining was relatively more suc- 
cessful in transmitting wage changes uni- 
formly than in establishing uniform wage 
levels. 

C. THE IMPLICATIONS 


In appraising the effects of pattern 
bargaining on the steel industry, one 
cannot compare the resource allocation 
of a perfectly competitive market with 
that of a unionized market. Since wage 
leadership in basic steel antedated the 
union, and since the industry has been 
characterized by important elements of 
product market monopoly, the real ques- 
tion becomes one of the effect of adding 
pattern bargaining to such a setting. 


» Space limitations do not permit the citation of 
additional illustrations. 
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The particular effect in question here, 
moreover, is but one of several possible 
kinds of impact on resource allocation by 
collective bargaining as a whole. It is the 
effect of changing the structure of inter- 
firm wage-rate differentials. This change 
depends in turn on whether the indi- 
vidual wage adjustments are expressed 
in percentage or absolute terms and the 
degree to which they are actually uni- 
form among firms. 

The effect of a uniform wage increase 
stated in percentage terms is to preserve 
existing relative interfirm wage differen- 
tials and to widen existing absolute dif- 
ferentials. On the other hand, a uniform 
increase stated in absolute terms (so 
many cents per hour “‘across the board’’) 
reduces existing relative differentials 
among firms and preserves existing abso- 
lute differentials. The uniform absolute 
increase has its greatest relative effect on 
the firms with the lowest wage rates. 

The general wage increases of 1937, 
1941, and 1946 were of the cents-per- 
hour type. However, the 1947 and 1948 
increases were of a mixed nature in in- 
cidence. For bargaining units with a wage 
structure similar to that of United States 
Steel (generally integrated firms) the 
wage increases tended to produce uni- 
form percentage increases and conse- 
quently no change in relative wage rela- 
tionships. For bargaining units whose 
average wage level was below that of 
United States Steel (generally semi- 
integrated and nonintegrated firms) the 
1947 and 1948 settlements tended to 
result in uniform cents-per-hour increases 
in the minimum plant rate but nonuni- 
form average increases that were gen- 
erally below those of the key bargain. 
Thus the 1947 and 1948 settlements con- 
tinued the trend toward the equalization 
between firms of minimum rates but 
reversed the trend toward the equaliza- 
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tion of average wage levels. As to the 
future, the mixed wage increases of the 
1947-48 variety (i.e., identical absolute 
minimum rate changes but varying 
changes in average wage level) seem most 
likely to occur.” 

We have seen that the union was in- 
creasingly flexible during the high em- 
ployment years 1947, 1948, and 1949 in 
agreeing with nonintegrated firms to 
deviations from the key bargain. More- 
over, it has continuously shown concern 
for the survival of small or obsolete 
units.?4 This makes it seem likely that in 
periods of less than full employment, the 
USA-CIO will be “‘job conscious”’ rather 
than “pattern conscious.” 

Despite the union’s tolerance of some 
deviations, the long-run effect of pattern 
bargaining in basic steel is to narrow the 
relative minimum-wage differentials 
among firms. But this process is a gradual 
one and requires a long period of time 
(during which other factors do not re- 
main constant) to yield significant con- 
sequences. The equalization of minimum 
rates by government policy is probably 
of greater importance. 

The influence of pattern bargaining on 
the survival of basic-steel firms is likely 
to be slight relative to the influence of 
such other factors as location, degree of 
integration, obsolescence of equipment, 
monopolistic price policies, and govern- 
ment policy. The evidence indicates that 
pattern bargaining has not thus far had 
appreciable adverse effects on the basic- 
steel industry and is not likely to have in 


23 This trend was continued by the fifth-round 
wage increase which occurred in late 1950 after this 
study was completed. 


44See the proposals by USA-CIO President 
Philip Murray to the Office of Price Administration 
and the War Production Board for assistance to 
nonintegrated firms. Further, see C. Golden and 
H. Ruttenberg, Dynamics of Industrial Democracy 
(New York: Harper & Bros., 1942), pp. 269-74. 
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the future. Pattern bargaining does not 
alter the underlying competitive struc- 
ture of the industry, nor does it mate- 
rially alter the factors determining loca- 
tion, which are predominantly the costs 
of assembling raw materials and shipping 
finished products. The union’s stand on 
issues of public policy concerning basic 
steel is more likely to affect the funda- 
mental market conditions of the indus- 
try.** This suggests that the USA-CIO 
may have a greater impact on the indus- 
try through political processes than by 
collective bargaining. 

The most likely alternative to pattern 
bargaining in basic steel (barring drastic 
changes in labor legislation) appears to 
be industry-wide bargaining, in which all 
employers are formally represented at 
the same negotiations. It is not clear 
whether such a change would be socially 
desirable. The broader basis of negotia- 
tion might produce a more representative 
and more appropriate wage policy. But, 
on the other hand, further formaliza- 
tion of the bargaining process might re- 
sult in an intolerable degree of inflexi- 
bility and perhaps be accompanied by 
more comprehensive control of prices 
and production. 


Ill. THE STEEL-FABRICATING AND 
MISCELLANEOUS UNITS* 


A. THE EMPIRICAL RECORD 


The extent to which fabricating and 
miscellaneous units conformed to the key 


4s E.g., the union has favored the expansion of 
the capacity of the industry, favored the con- 
struction of the St. Lawrence Seaway, and opposed 
the use of the basing-point system. 

A fabricating or miscellaneous unit is defined 
as one which has a collective-bargaining agreement 
with the USA-CIO but is not in the basic-steel 
industry. Such units account for more than 85 per 
cent of the union’s contracts and employ almost 50 
per cent of its members. These units are also called 
‘‘non-steel” and ‘‘nonbasic steel” units, and the 
term ‘‘nonsteel” will be used here for the sake of 
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bargain during the years 1946-49 has 
been ascertained by analyzing the collec- 
tive-bargaining agreements of all the 
units in selected areas. The areas were 
selected as typical of the variety of labor 
markets in which the union has con- 
tracts. The findings for one major area, 
District 31, will be presented in some 
detail.?” 

District 31, called the Calumet Dis- 
trict, is a microcosm of the USA-CIO. 
It comprises the metropolitan areas of 
Chicago and of Gary and South Bend, 
Indiana. It includes about one-ninth of 
the total membership of the union, which 
is distributed between basic steel and 
nonsteel in roughly the same proportion 
as for the union as a whole. Because of its 
large size and varied industry, District 
31 includes examples of all the diverse 
labor-market situations in which the 
USA-CIO as a whole functions. Thus the 
area around Gary and East Chicago, 
Indiana, is a heavy industrial area domi- 
nated by basic steel. It is the nation’s 
largest single steel-producing center, and 
the USA-CIO is its principal union. At 
the other extreme is the West Side of 
Chicago, which is a highly diversified 
light-manufacturing area, with no large 
basic-steel employer. Here the USA- 
CIO is but one union among many. For 
these reasons, the findings in District 31 
should offer a fair indication of the ex- 
tent to which the union has been success- 


brevity. Nonsteel units vary greatly in size, type 
of product, and financial condition and in the 
competitiveness of their product markets. They in- 
clude more than twenty-five identifiable product 
groups of metal processors, as well as some plants 
that do not use metal as a primary material—e.g., 
makers of clay products, wooden boxes, and under- 
garments. 


27 The USA-CIO is divided for administrative 
purposes into thirty-two geographic districts, of 
which District 31 is the largest. 
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ful in transmitting the key bargain to 
nonsteel units on a union-wide basis. 
The analysis of collective agreements 
in District 31 included approximately 
130 nonsteel units in each of the first 
three rounds of postwar wage increases. 
For 1946 it showed a high degree of con- 
formity with the key bargain. At least 
75 per cent of the units, employing more 
than 85 per cent of the members, gave 
general wage increases of 18} cents. In 
1947 there was a sharp decline in con- 
formity; only about 4o per cent of the 
units, employing about 50 per cent of the 
members, gave wage increases equal to 
the key bargain.** In 1948 agreements 
covering about 35 per cent of the units 
with about 50 per cent of the members 
were signed before the key bargain. There 
was, in addition, a substantial amount of 
deviation from the key bargain in the 
agreements signed after it. Thus, during 
the first three rounds, the nonsteel units 
of District 31 moved steadily away from 
conformity with the key bargain in the 
timing and amount of wage changes. 
This trend away from conformity con- 
tinued in the fourth round (1949~—mid- 
1950). Nonsteel contracts were reopened 
by the union almost simultaneously with 
those in basic steel for negotiations on 
pensions, social insurance, and a general 
wage increase. But eight months after the 
signing of the Bethlehem Steel agree- 
ment, approximately 60 per cent of the 
nonsteel units in District 31 had made no 
changes in their contracts. The pattern 
in basic steel, as established by the key 
bargain, included noncontributory pen- 
sions and a contributory insurance plan. 
However, somewhat fewer than half of 
the fifty-two nonsteel contracts that were 
28 A wage increase or wage level equal to that of 
the key bargain will be used here and subsequently 
to mean one which does not vary from ‘‘e key- 


bargain figure by more than half a cent an aour in 
either direction. 
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revised made provisions for pensions. 
More frequently, settlements included 
noncontributory insurance plans, or gen- 
eral wage increases (5 cents was the 
modal increase), or both. These were 
complete departures from the key bar- 
gain. 

The minimum plant rates of nonsteel 
units in District 31 were preponderantly 
below the key-bargain level. Minimum- 
wage data were available for 105 of the 
130 nonsteel collective-bargaining units 
in the district at the conclusion of the 
fourth round (mid-1950). About 65 per 
cent of these units had minimum rates 
below the key bargain; only 20 per cent 
of the nonsteel units paid minimum rates 
identical with the key bargain. And, of 
the units which paid subkey-bargain 
minimum-wage rates, about 60 per cent 
deviated by 5 cents or more. 

In the fringe-wage items, deviation 
from the key bargain was again usual 
rather than exceptional. The principal 
below-standard deviation was the almost 
universal absence of severance pay. In 
the main, however, the fringe-wage pro- 
visions of the nonsteel units in District 31 
were more liberal than those of the key 
bargain. Thus six paid holidays, double 
time for Sunday or the seventh consecu- 
tive day worked, three weeks of vacation 
after fifteen years of service, and shift 
premiums of 5 and ro cents an hour for 
the second and third shifts were all fre- 
quent provisions.*® The prevalence of 
these above-standard fringe items is 
probably both a reflection of local labor 
market practices and a partial recom- 


29 The United States Steel agreement in effect at 
the conclusion of the fourth round did not include 
pay for holidays not worked. It provided time and 
one-half for work on the seventh consecutive day, 
three weeks vacation after twenty-five years of 
service, and premium pay of 4 and 6 cents an hour for 
the second and third shifts. 
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pense for below-key-bargain wage in- 
creases. 

The preceding discussion of District 31 
applies to the district as a whole. Impor- 
tant additional insights can be gained by 
looking separately at parts of the dis- 
trict, for there is a striking contrast be- 
tween the behavior of nonsteel units close 
to basic-steel plants and that of those 
farther away. Two subdistricts have been 
chosen for this comparison. 

District 31 is divided into six subdis- 
tricts for administrative purposes. Sub- 
district 31-2 (Indiana Harbor, Whiting, 
Hammond, and East Chicago, Indiana) 
is a major basic-steel center, and nonsteel 
units in this area consistently conformed 
with the wage increases of the key bar- 
gain. In 1946 they conformed even more 
closely than did the district as a whole. 
In 1947, when for the district as a whole 
adherence to the key bargain declined 
sharply, only three of the fifteen nonsteel 
units of Subdistrict 31-2 deviated. In 
1948 only three of seventeen units signed 
before the key bargain, and the rest ad- 
hered to the key-bargain wage increase; 
this again was counter to the trend for 
the whole district. In the pension and in- 
surance round of 1949 these nonsteel 
units continued to adhere more closely to 
the key bargain than those farther from 
large basic-steel plants. The influence of 
location can also be seen in the minimum 
plant rates, which for about half of the 
units in the subdistrict were at the key- 
bargain level. 

The subdistrict chosen for comparison 
with 31-2 is Subdistrict 31-4 (the West 
Side of Chicago). As mentioned previous- 
ly, this is a diversified light-manufactur- 
ing area. In Subdistrict 31-4, nonsteel 
units showed the same pronounced and 
progressive movement away from the 
key-bargain wage increase as did those 
of the district as a whole. Moreover, less 
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than 5 per cent of the nonsteel units in 
this area paid the key-bargain minimum 
plant rate, and the range of deviation 
both above and below the key-bargain 
rate was greater than for subdistrict 31-2. 
Thus, the nature of the labor market and 
its proximity to basic-steel centers seem 
to have a pronounced effect on conformi- 
ty with the key bargain. 

The findings in District 31 have been 
confirmed by a study of three additional 
areas: Pittsburgh, Cincinnati, and Ak- 
ron. The Pittsburgh area, a basic-steel 
center, showed continued close conformi- 
ty to the key bargain throughout the 
period. Akron and Cincinnati, on the 
other hand, are not centers of basic-steel 
production. Nonsteel units in and around 
Akron showed more conformity with the 
pattern of wage settlements in the rubber 
industry than with the key bargain in 
basic steel, while in the Cincinnati area, 
the nonsteel units, like those of Subdis- 
trict 31-4, showed a clear trend away 
from conformity with the key bargain. 


B. THE DETERMINANTS 


The two principal factors determining 
the wage structure of nonsteel units are 
union policy and labor-market forces. 
These will be considered in turn. 


UNION POLICY 


The advantages to the union of a uni- 
form wage policy have been. discussed 
earlier for basic steel and are similar for 
the nonsteel units.*° A union-wide policy 
based on the key bargain enables the 
USA-CIO to use the basic-steel agree- 
ments as a lever in dealing with firms in 
other industries. But the union’s concept 
of the role of a union-wide bargaining 
policy has not been static. From its at- 
tempt to apply the key bargain as an in- 
flexible mold in 1946, the USA—CIO had 

3° See pp. 324 above. 
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by 1949 come to regard the key bargain 
as a guide or starting point for negotia- 
tions and as a goal for settlements. 

The rigid position taken in 1946 re- 
sulted in part from the wartime experi- 
ence of wage determination by formula— 
the War Labor Board’s “Little Steel’’ 
formula. The union’s almost instantane- 
ous success in applying the 1946 key bar- 
gain to basic-steel units also colored its 
attitude toward nonsteel units. Finally, 
there was the coercive influence of a 
union-wide strike, which had started si- 
multaneously in basic-steel and nonsteel 
units, and left the union no alternative 
to hoiding out for the same terms of 
settlement. The appreciable number of 
1946 nonsteel settlements which, despite 
these circumstances, were below the key 
bargain shows that even a determined 
union stand backed by a strike is not suf- 
ficient to produce complete union-wide 
wage uniformity. Labor and product 
market factors and employer attitudes 
still have their place in shaping the final 
pattern of wages. 

Field notes made during this study 
provide examples of the kinds of con- 
siderations which led the union to accept 
deviations from the key bargain. They 
are both economic and organizational in 
character. The economic considerations 
include the financial and competitive 
position of the company, the prevailing 
level of wage rates and pattern of wage 
changes in the area, and the prevailing 
level of wage rates and pattern of wage 
changes in the industry of which the firm 
is a member. Noneconomic considera- 
tions include the desire to obtain, in lieu 
of wage increases, concessions in the ad- 
ministrative and union-status provisions 


3* See, e.g., the policy statement adopted by the 
Steelworkers’ Wage Policy Committee on February 
22, 1946, Steel Labor, March, 1946, p. 1. Also, see 
speech by Van A. Bittner reported in Steel Labor, 
April, 1946, p. 10. 
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of the contract and also the reluctance of 
the membership to strike. 

A few examples will help to make 
clear the nature of some of these factors. 
A below-par wage adjustment by a 
southern stove company was explained 
in a letter from the union’s district di- 
rector to the headquarters of the inter- 
national union in these words: “This is an 
obsolete plant and in my judgment the 
wages are the best that could be done at 
the present time. The members of the lo- 
cal union insist upon us accepting this 
supplemental agreement rather than to 
strike the plant, as we feel certain that if 
we were to strike this plant, it would 
probably never open again.” Another 
letter from a USA-CIO district director 
explained a failure to win any wage in- 
crease as follows: ‘““This company manu- 
factures musical instruments and has just 
gone through a complete reorganization 
and the facts show that they are unable 
to do anything decent on wages at this 
time and we are therefore making pro- 
vision to open wages on a sixty day writ- 
ten notice in the future.’”’ A contract be- 
tween the USA-CIO and a Pennsylvania 
pottery company included this clause: 
“The Company and the Union agree 
that the question of general wages will 
not be opened by either of them until it 
is done so by the rest of the Vitrified Pot- 
tery Industry.” 

The wage uniformities among nonsteel 
units that are not located in basic-steel 
centers are largely a product of union 
policy. But union policy gives way where 
it comes into conflict with market con- 
ditions. Especially since 1946, it has been 
administered flexibly. Nevertheless, the 
role of the key bargain as a starting 
point in negotiations and a goal for settle- 
ments is still important. Downward de- 
viations from the key bargain must be 
justified by the company, explained by 
the local negotiating committee to the 
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membership and the district director, 
and rationalized by the district director 
to the headquarters of the international 
union. 

LABOR MARKET FORCES 


Local labor market forces are most im- 
portant in producing uniformity in the 
case of nonsteel plants located in basic- 
steel centers. Here they supplement 
union policy. In other areas, local labor 
market forces may run counter to union 
policy and help to produce deviations. 

This view is supported not only by the 
evidence of greater wage uniformity in 
basic-steel centers but also by statements 
by employers. Thus a representative of a 
nonsteel unit in Pittsburgh asked a meet- 
ing of fabricators: ‘“The small fabricator 
who is located right in the midst of a lot 
of iron and steel-producing plants, what- 
ever increase is granted . . . to the basic 
steel industry, isn’t the small manufac- 
turer going to be necessarily forced to 
follow? . . . How, for instance, will it be 
possible for a small fabricator to employ 
men at any substantial amount less than 
his next door neighbors are paying?’’” 
The attention focused on union policy 
has tended to obscure this important role 
of labor market forces. 


C. THE IMPLICATIONS 


Since nonsteel firms have been arbi- 
trarily grouped by the accident of union 
affiliation, the rigid application to them 
of a union-wide bargaining policy might 
be expected to have serious detrimental 
effects. It might disturb competitive re- 
lationships in product markets and dis- 
tort the distribution of employment both 
geographically and among industries. 
The impact, to be sure, would be more 


3 R. C. McEwan, of H. H. Robertson Company, 
in ‘‘Transcript, Steel Fabricators Meeting, Friday, 
February 25, 1944, Cleveland, Ohio,” p. 26. See 
also the statement of William O’Brien, Jr., ébid., 
Pp. 27. 
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pronounced if the union-wide policy were 
aimed directly at equality of wage rates 
instead of uniformity of wage increases. 
Moreover, the importance of a uniform 
wage-change policy would be greatly in- 
fluenced by the length of time it pre- 
vailed. 

In viewing the record of the USA-CIO 
against these expectations, several points 
are important: (a) For nonsteel units in 
basic-steel centers, union-wide policy was 
not generally inconsistent with local la- 
bor market requirements. (0) The period 
of greatest conformity with union-wide 
policy among nonsteel firms coincided 
with a sellers’ market for their products. 
(c) With the return of more balanced sup- 
ply-and-demand relationships, the un- 
ion-wide policy tended to give way where 
it came into conflict with market condi- 
tions. The union tended increasingly to 
view the key bargain as a benchmark 
rather than as an inflexible standard. 

This experience during the period 
1946-49 makes it seem unlikely that the 
adverse effects hypothesized above will 
be produced to a significant extent as a 
result of union-wide bargaining by the 
USA-CIO. 


IV. CONCLUSIONS 


Although pattern bargaining has been 
attacked as a form of “labor monopoly” 
and as a cause of serious economic dislo- 
cation, the record in the case of the best- 
known practitioner of pattern bargain- 
ing, the United Steelworkers of America, 
does not seem to support the charges. 
The anticipated effects on marginal firms 
have been avoided by the willingness of 
the union to modify and adapt its policies 
to fit special circumstances. The sup- 
posedly unbridled power of the union has 
been checked by forces which the union’s 
critics underrate. 

Recent literature has emphasized the 
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nature of unions as primarily political in- 
stitutions. While this view, in and of it- 
self, has considerable validity, its unfor- 
tunate consequence is to treat wage de- 
termination under collective bargaining 
as if it occurred in an economic vacuum. 
Arthur M. Ross, for example, regards la- 
bor markets and industry membership 
as of minor significance among wage- 
equalizing forces. Thus, he writes: “The 
influences determining wages run in po- 
litical more often than geographica! or 
industrial orbits.’’*’ The findings of this 
study, however, suggest that geographi- 
cal and industrial factors have not been 
rendered impotent or obsolete by the 
emergence of collective bargaining. 
Another outgrowth of this preoccupa- 
tion with the political aspects of unions, 
and of a decade of full employment, is a 
tendency to exaggerate union power and 
to underestimate the concern of unions 
with the effects on employment of their 
wage actions. Both Ross and C. E. Lind- 
blom place the union consideration of 
“employment effects” in a minor role.*4 
This study indicates that such views 
are subject to serious question. The trend 
toward downward deviations from the 
key bargain in USA-CIO agreements sug- 
gests in itself an employment considera- 
tion in union wage behavior even during 
a period of generally high employment. 
This is confirmed repeatedly by the ex- 
planations of union negotiators for be- 
low-par settlements. It is the USA—CIO’s 
concern for preserving the jobs of its 
members which, more than any other 
factor, explains why the fears created by 
pattern bargaining are unjustified. 


33 Arthur M. Ross, Trade Union Wage Policy 
(Berkeley and Los Angeles: University of Cali 
fornia Press, 1948), p. 74. 

4 Ibid., chap. iv, and Charles E. Lindblom, 
Unions and Capitalism (New Haven: Yale Uni- 
versity Press, 1949), chap. vi. 








NATURAL LAW AND THE RISE OF ECONOMIC 
INDIVIDUALISM IN ENGLAND 


ALFRED F. CHALK 
Texas A. and M. College 


LL students of the history of econom- 
ic thought are aware of the im- 
portant role played by the “laws 
of nature”’ in the classical pattern of eco- 
nomic ideas. Little attention has been de- 
voted, however, to the origin and early 
development of the interpretation of nat- 
ural law that is typified in Smith’s 
Wealth of Nations. Those works which 
deal with various aspects of the rise of 
economic individualism usually refer to 
natural law only in the form of obiter 
dicta... Although numerous specialized 
studies are available which deal with the 
place of the law of nature in ancient and 
medieval thought, no thorough analysis 
has yet been made of the new interpreta- 
tion of natural law that evolved during 
the sixteenth and seventeenth centuries. 
The purpose of the present paper is to 
sketch briefly the early development of 
this new interpretation, which was des- 
tined to become an integral part of classi- 
cal economics.” 

*Two good examples are Harold Laski’s The 
Rise of European Liberalism (London: George 
Allen & Unwin, 1936) and H. M. Robertson’s 
Aspects of the Rise of Economic Individualism 
(Cambridge: At the University Press, 1933). Al- 
though spokesmen for economic individualism 
used natural law as a basic analytical tool, the 
authors of such works as the above make few explicit 
references to the role played by the laws of nature. 
Of course, no treatment of the growth of economic 
individualism could fail to recognize implicitly the 
importance of natural-law doctrine. The present 
paper may be regarded, therefore, as an effort to 
give more explicit attention to the place of natural 
law in the evolution of the philosophy of individual- 
ism. 

2 Limitation of space has precluded reference to 
Continental authors who contributed to the forma- 


During the later Middle Ages, theolo- 
gian-philosophers began to synthesize 
Christian theology and Aristotelian phi- 
losophy. The most famous of these syn- 
theses was that of Thomas Aquinas, 
whose Summa theologica is still regarded 
as authoritative in Catholic circles. In 
essence, natural law was used by Aquinas 
and other Scholastics as the basis for a 
rationalization of static social and eco- 
nomic relationships. In the Thomistic 
system, economic inequalities were justi- 
fied because they existed by virtue of the 
laws of nature and providence. Thus the 
Stoic tradition of equality was broken, 
for Aquinas agreed with Aristotle that 
slavery and social inequality were in ac- 
cord with natural law. As regards trade 
and commerce, the medieval belief was 
that economic activity motivated pri- 
marily by a desire for gain or profit vio- 
lated both natural and divine law. Hence 
the church attempted to establish moral 
precepts which would at all times take 
precedence over the expediency of mar- 
ket forces. In brief, the spirit of Thomism 
was, in most respects, the antithesis of 
that which was later to prevail during the 
liberal revolution. 

It was during the latter half of the six- 
teenth century that the new (“‘liberal’”’) 
interpretation of natural law began to 
evolve in England. About that date, for 
the first time in the history of natural- 


tion of this theory. Despite their importance, it is 
probably true that the major contributions were 
made by English writers. For support of this point 
see n. 85. 
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law doctrine, writers began to argue that 
man’s freedom to pursue his own eco- 
nomic interests would, through the oper- 
ation of natural law, promote social wel- 
fare. In portions of A Discourse of the 
Common Weal of This Realm of England 
(1549), there is only an implicit accept- 
ance of this view. Almost a century and a 
half later, however, the new theory of 
natural law was to be more explicitly for- 
mulated in the various works of William 
Petty and John Locke. During this inter- 
val, therefore, a theory was developing 
which would provide much of the founda- 
tion for the eighteenth-century concep- 
tion of a “natural” identity of private 
and social interests. Not only did this 
new interpretation run counter to the 
medieval point of view, but it likewise 
obstructed the efforts of early Puritan 
leaders to establish religious and moral 
precepts as guides for economic behav- 
ior. The form in which natural-law doc- 
trine began to evolve during the six- 
teenth century thus constituted a sharp 
break with the past and presaged the 
victory of a revolutionary new concep- 
tion of economic morality. 

The period encompassed by the pres- 
ent paper (approximately 1550-1690) 
was one during which the mercantilist 
point of view predominated in the eco- 
nomic speculations of English writers.* 
Throughout this period, however, mer- 


3 Any fixed dates which might be given for the 
origin and decline of mercantilist ideas would be 
arbitrary. It is nonetheless true that mercantilism, 
as a body of economic rationalizations, began to 
assume importance in England by the middle of 
the sixteenth century. For example, Eli Heckscher 
(Mercantilism, trans. Mendel Shapiro [London: 
George Allen & Unwin, 1934], II, 227) refers to the 
Discourse of the Common Weal (1549) as ‘‘the first 
work representing, on the whole, the outlook of a 
mature mercantilism.”’ Furthermore, many authori- 
ties agree that the popularity of mercantilist ideas 
began to decline after the publication of the works 
of such men as Dudley North, Charles Davenant, 
and Nicholas Barbon. 
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cantilist doctrine contained a dualism 
which has special relevance for a study of 
the history of natural-law theory. On the 
one hand, mercantilists favored the ex- 
tensive use of statutory law to control 
many aspects of economic life. This in- 
terventionist phase of mercantilist the- 
ory has received major attention, but it is 
no less true, on the other hand, that Eng- 
lish mercantilist literature contained 
much that can be properly regarded as 
an anticipation of laissez faire theory.‘ 
This dualism can be best appreciated if 
one recalls that many of the mercantilist 
tracts contained sharp criticisms of gov- 
ernment efforts to control domestic 
trade, prices, etc. 

As a matter of fact, during the entire 
mercantilist period frequent and vigor- 
ous protests were made against the re- 
strictive legislation which had resulted 
from the rise of the national state and the 
granting of monopoly privileges to cer- 
tain companies and individuals. One eco- 
nomic historian has described mercantil- 
ism as an intended “alliance between the 
state and growing capitalist interests.’’s 
This alliance was unsuccessful partly be- 
cause it was an effort to extend the “‘me- 
dieval idea of privilege as the basis of ac- 
tivity.’’* From its inception, the practice 
of granting monopoly privileges called 
forth sharp criticism, and it was out of 
these early protests against monopoly 
that a theory of natural law developed 
which purported to prove that the free 
play of market forces would have benef- 
icent effects. During the sixteenth and 


¢ The “‘anticipation” of liberalism in mercantilist 
doctrine has been neglected by some authorities 
Perhaps the best treatment of this aspect of mer- 
cantilist thought is contained in Heckscher, of. cit., 
II, 269-316. Another good discussion of this dualism 
is contained in E. Lipson, The Economic History of 
England (London: Adam & Charles Black, 1948), 
II, lxxiv—cxlix. 

5 Robertson, op. cit., p. 76. 

® Jbid., p. 77. 
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seventeenth centuries an increasing num- 
ber of writers spoke of the futility of 
trying to legislate concerning prices, the 
flow of trade, and similar matters. 

This distrust of legislation as a solu- 
tion of economic problems found expres- 
sion in economic literature in the middle 
of the sixteenth century. Among the eco- 
nomic tracts published during this cen- 
tury, the Discourse of the Common Weal 
probably expressed more clearly than 
any other the conviction that much of 
the state regulation of economic life was 
both futile and harmful. Although the 
author of this work emphasized the need 
for state action to assure an abundant 
supply of the precious metals, he never- 
theless doubted the efficacy of state regu- 
lation in many other fields of economic 
activity.” 

One of the most distinctive features of 
the Discourse is the analysis of various 
problems arising from the enclosure 
movement. The conversion of arable to 
pasture land was one of the most debated 
issues of the sixteenth century, and much 
space in this dialogue is devoted to a dis- 
cussion of possible solutions of the prob- 
lem. In this connection the thesis is de- 
veloped that market forces are more 


7 A Discourse of the Common Weal of This Realm 
of England, ed. E. Lamond (Cambridge: At the 
University Press, 1929), pp. 48-60. Miss Lamond 
established the probability that this dialogue was 
written in 1549, although it was first published in 
1581. The authorship of the tract has been widely 
disputed since its original publication, and conclu- 
sive evidence of authorship is not yet available. Most 
modern authorities have accepted the opinion of 
Miss Lamond that John Hales was the author, but 
a French writer, Jean-Yves Le Branchu (Ecrits 
notables sur la monnaie [Paris: Librairie Félix 
Alcan, 1934], I, Ixvi-lxxx), has attributed author- 
ship to Sir Thomas Smith. The case presented by 
Le Branchu is so strong that it very seriously weak- 
ens the position taken by Miss Lamond. However, 
no documentary evidence has yet been presented 
which definitely establishes the authorship of this 
work. The issue may be resolved when a careful 
study is made of the Hatfield MS, which was dis- 
covered after the death of Miss Lamond. 
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powerful determinants of prices than are 
any legislative enactments. Furthermore, 
the operation of these market forces is 
apparently regarded as the functioning 
of inexorable natural laws, which provide 
the best possible guide for economic 
policy. 

Fundamentally, the author’s position 
is that the profit motive should be the 
incentive used to solve any “‘dearthes’’ 
that may arise in an economy. We find in 
this tract one of the earliest detailed ar- 
guments supporting the theory that the 
primary motivation for economic activ- 
ity must be pecuniary considerations. In 
this respect, one of the basic presupposi- 
tions of classical economic thought is 
made explicit. The importance attrib- 
uted to the profit motive is, in turn, im- 
plicitly treated as a corollary of the free 
market, wherein the forces of supply and 
demand are not restricted in any manner 
by legislative enactment. In the quota- 
tions which follow, a respect for the profit 
motive can easily be discerned. Further- 
more, it will be shown below that the 
analysis of price adjustments in the Dis- 
course anticipated much of the price the- 
ory of later economists. 

In the second dialogue of the Dis- 
course, the Doctor says the solution of 
the problem of the conversion of arable 
to pasture land lies in providing a suf- 
ficient profit incentive to induce the 
greater cultivation of land. Thus he ar- 
gues that, whenever people ‘find more 
proffitt by pasture then by tillage, they 
will still inclose, and turne arrable landes 
to pasture.’’* This process of conversion 
will continue, therefore, just so long as 
pecuniary rewards are greater for the use 
of land as pasture, and no legislation will 
be of any avail in remedying the situa- 
tion. A disbelief in the efficacy of legisla- 
tion concerning such economic problems 

8 Discourse of the Common Weal, p. 50. 
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is repeated so often that the meaning is 
not subject to doubt: 

For euerie man will seke wheare most ad- 
vauntage is, and they see theire is most advan- 
tage in grasinge and breedinge than in hus- 
bandrie and tillage, by a great deale. And so 
longe as it is so, the pasture shall [evere] 
encroche vpon the tillage, for all the lawes that 
euer can be made to the contrarie.® 


The same thesis is echoed in the fol- 
lowing passage, where the Doctor is 
speaking of the profit motive and the 
futility of legislating concerning the en- 
closures: 

I wote well thei doe not, and therefore it 
weare hard to make a lawe therein, (so manie as 
haue proffitt by that matter resistinge it). And 
yf such a law weare made, yet men studiinge 
still there most proffit, would defraud the 
lawe by one meane or other."® 


The argument concerning the profit 
motive is not meant to apply only to agri- 
cultural matters. It is rather postulated 
as a universal law of human behavior, 
which decrees that man will always seek 
to maximize profits. Profit “‘nourishes’’ 
the best faculties in man, and the profit 
motive is therefore beneficent in its ef- 
fects. The aspect of beneficence is made 
explicit in the Discourse: “Is it not an old 
saying in [latten], honos alit artes, that is 
to saie, proffitt or advauncement no- 
rishethe euerie facultie; which sayinge is 
so true, that it is allowed by the common 
Judgement of all men.’"™ 

The answer to the enclosure problem 
thus becomes obvious. A solution can be 

9 Ibid., p. 53. During the last half of the sixteenth 
century a new criterion began to be offered as the 
basis for determining whether land was being used 
to best advantage. The conviction soon prevailed 
that the use of land should ‘‘be determined by con- 
siderations of what was most profitable,” and the 
landowner was ‘‘encouraged to give free reins to 
the promptings of personal gain” (Lipson, of. cit., 
II, Ixviii). 

© Discourse of the Common W eal, p. 50. 

™ [bid., p. 57. 
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found only if we “make the proffitt of the 
plow to be as good, rate for rate, as the 
proffit of the graisiers and shepmas- 
ters.”"* The author’s regard for the profit 
motive is such that he can say that all 
men should “‘be prouoked to good deades 
by rewardes and price.’’** In brief, the 
whole process of providing incentives for 
economic activity is to be found in the 
natural law of self-interest, for ‘“‘everie 
man naturally will folow that whearin he 
seeth most proffit.’’*4 This is surely a very 
close approximation to Adam Smith’s 
views concerning the self-interest motive 
in economic activity. 

There is evidence in the Discourse that 
the effort to identify private and social 
interests had already begun in the middle 
of the sixteenth century. In the second 
dialogue the Knight argues that what is 
“‘proffitable to one maie be proffitable to 
another,” and he further indicates that 
this argument was widely used in defense 
of the enclosure movement: 


I haue hard oftentimes much Reasoninge in 
this matter; and some, in mainteyninge these 
Inclosures, would make this Reason. Euerie 
man is a member of the common weale, and that 
that is proffitable to one maie be proffitable to 
another, yf he would exercise the same feat. 
Therefore that is proffitable to one, and so to 
a nother, maie be proffitable to all, and so to 
the common wealth.'s 


The dialogue contains certain precon- 
ceptions regarding human nature which 
were to be developed and refined at a 
later date by economists and philoso- 
phers. For example, self-interest is re- 
garded as the most, if not the only, re- 
liable motivating force in economic be- 
havior. Furthermore, the author appar- 
ently believes human nature is deter- 
mined by certain universal laws which 


"3 Tbid., p. 53. 
"3 Ibid., p. 59. 


4 Tbid., p. 60. 
'S [bid., p. 50 
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are more powerful than environmental 
factors which may influence individual 
behavior. His assertion that men should 
be “‘prouoked to good deades by rewards 
and price” is a clear indication of the ex- 
tent to which medieval economic ideas 
were being undermined. In such fashion 
was the surrender of religious precepts to 
the rule of economic expediency begin- 
ning to take place in English economic 
thought.”* 

Not only is the desire for profit the 
natural and universal guide for economic 
activity, but the mechanism of a free 
market automatically adjusts prices in 
such a way as to assure the public of an 
abundant supply of goods at low prices. 
The author of the Discourse anticipates 
much of the theory of later orthodox 
economists, for he emphasizes the auto- 
matic adjustment of relative prices, 
which ostensibly allocates productive re- 
sources in the most efficient manner pos- 
sible. In order to increase the amount of 
cultivated land in relation to pasture, it 
would be necessary only to permit the 
price of corn to rise and fall as the free- 
market forces dictate, and the farmers 
would, on the basis of the market price, 
make the necessary adjustment in the 
volume of corn produced: 

Kn1iGuT: How could youe haue them better 
cherished to vse the plowghe? 

Doctor: To let them haue more proffitt 
by it then they haue, and libertie to sell it at 
all times, and to all places, as frely as men maie 
doe theire otheir thinges. But then no dowbt 
the price of corne would rise, specially at the 
first more then at the iengthe; yet that price 
would provoke everie man to set plowghe in 
the ground, to husband waste groundes, yea 
to turne the landes which he Inclosed from 
pasture to arable lande; for every man will 


© For a penetrating discussion of the ‘“‘amoral”’ 
character of mercantilist doctrine see Heckscher, 
op. cit., II, 286-302. In mercantilist literature the 
law of nature was simply divested of almost all its 
religious, and even ethical, overtones. 
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the gladder folow that whearin they se the 
more proffit and gaines."’ 


One of the most interesting aspects of 
the Discourse relates to the contrasting 
views that are presented with respect to 
the functioning of a free market in do- 
mestic and in international trade. Al- 
though the author thought “natural’’ 
market forces would solve many of the 
problems of internal trade, he was never- 
theless convinced of the necessity for 
state intervention in the area of inter- 
national markets. Thus in foreign trade 
we must “alwaies take hede that we bie 
no more of strangers then we sell them,” 
since by that process we “sholde em- 
pouerishe owr selves and_ enriche 
theme.’’* The principle of the free play of 
market forces is not applicable, there- 
fore, to international trade, for treasure 
might be lost through an import balance 
of trade.*® 

As one might surmise, the influence of 
Aristotle is apparent throughout much of 
the Discourse. The effort to rationalize 
self-interest on the basis of natural law is 
developed at greater length than in the 
works of any previous writer, but much 
of this economic individualism is adum- 
brated in Aristotle’s Politics. One should 
remember that it was Aristotle who said 
“the love of self is a feeling implanted by 


17 Discourse of the Common W eal, p. 59. 


"8 Ibid., p. 63. Another clear statement of mer- 
cantilist foreign-trade doctrine occurs on pp. 66-67, 
wherein the Knight and the Doctor agree concerning 
the desirability of prohibiting the importation of 
any goods which might be produced in the home 
market. 


"9 This is not to imply that mercantilists con- 
sistently favored the abandonment of efforts to con- 
trol all internal prices. For example, most mer- 
cantilists thought positive measures should be taken 
to assure continued low wages. For a thorough docu- 
mentation of this point see Edgar Furniss, The Posi- 
tion of the Laborer in a System of Nationalism (New 
York: Houghton Mifflin Co., 1920), pp. 117-56. 
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nature,””*”° and it was also Aristotle who 
used natural-law theory to defend vigor- 
ously the right of private property 
against the attacks of Plato in the Repub- 
lic. Evidence of Aristotle’s influence is 
contained in the third dialogue of the 
Discourse, where the Doctor says that 
Aristotle is “the sharpest philosopher of 
witt that ever was.’ Much of Aris- 
totle’s economic individualism, which 
had been rejected or ignored by the me- 
dieval divines, was revived in the six- 
teenth and seventeenth centuries by 
those who spoke for the new commercial 
class. 

The idea that natural market forces 
should be allowed freedom to function 
was by no means confined to a small 
group of reformers. On the contrary, a 
number of sixteenth- and early-seven- 
teenth-century documents testify to the 
growing belief in the beneficent effects of 
prices which are established through the 
free play of market forces. Some brief 
quotations from a few of these docu- 
ments will illustrate the trend that eco- 
nomic thought was beginning to take 
during this period. 

In a document written in 1549, an 
unknown writer cautioned repeatedly 
against efforts to control prices by legis- 
lative decree.” Although the general 
tenor of the work is of an interventionist 
character, the author advises against the 
attempts of the government to set maxi- 
mum prices for certain basic foodstuffs. 
In fact, he is of the opinion that the high 

2° Aristotle Politics, Jowett trans. (London: 
Oxford University Press, 1916), p. 57. 


** Discourse of the Common Weal, p. 109. For 
other references to Aristotle, see pp. 73 and 108. 


2 **Policies To Reduce This Realme of Englande 
unto a Prosperus Wealthe and Estate” (1549), in- 
cluded in Tudor Economic Documents, ed. R. H. 
Tawney and E. Power (London: Longmans, Green 
& Co., 1924), III, 311-45. 
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price of food has been partly a result of 
governmental regulations: 

But ther is yet one other thinge which wolde 
helpe somewhat for the chepnes of victuall, and 
that is, yf neyther the lorde Mayour of London 
nor no other officer might haue none auctorrite 
to sette euery price of victuall.?3 


The author of the tract becomes even 
more explicit when he argues against 
price controls on the basis of past experi- 
ence: 

I marvell therfor that this foresaid auctorrite 
is not taken a waye frome the foresaid officers, 
seinge that the longe experience haue so well 
declarid that the foresaid settinge of prices of 
victuall, do nothing at all bringe downe the 
highe price thereof . . . but surely it is not the 
settinge of lowe prices that will aney thinge a 
mende the matter.?4 


The foregoing argument is virtually 
duplicated in an economic document 
dated December 4, 1550. When John 
Mason wrote a friend about the problem 
of high prices, he alleged that high prices 
could not be remedied by legislation, 
since nature’s forces were too strong to be 
resisted: 

I have seen so many experiences of such 
ordinances; and ever the end is dearth, and 
lack of the thing that we seek to make good 
cheap. Nature will have her course, etiam si 
furea expellatur; and never shall you drive her 
to consent that a penny-worth of new shall be 
sold for a farthing. ... For who will keep a 
cow that may not sell the milk for so much as 
the merchant and he can agree upon?*s 


Here the meaning of the argument is 
beyond question, for the essential attri- 
bute of all natural-law theory is contained 
in the statement that “nature will have 
her course.”’ Furthermore, in such pas- 
sages as the foregoing, there is the begin- 
ning of an entirely new interpretation of 


3 Ibid., p. 339. 
+4 Ibid., p. 340. 


*s Tudor Economic Documents, II, 188. 
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the function or purpose of natural law. 
The medieval interpretation, as typified 
in the writings of Aquinas, was that nat- 
ural law should be subsumed under the 
divine law. For Aquinas, the exercise of 
economic controls was in most instances 
in strict accord with the principles of 
both natural and divine law. The me- 
dieval doctrine of natural law did not 
give free play to the self-interest of a 
group of “economic men” bargaining in a 
free market. In most respects, the new 
sixteenth-century doctrine of the mer- 
chant class was the antithesis of the 
Thomistic view that the church and/or 
the state should regulate prices whenever 
they caused undue hardships. The change 
in point of view during the sixteenth cen- 
tury has been described by Tawney in his 
remarks concerning the moral confusion 
of the common man during this period of 
English history: “A century before he 


had practiced extortion and been told 
that it was wrong: for it was contrary to 
the law of God. A century later he was to 
practice it and be told that it was right: 
for it was in accordance with the law of 


nature.’ 


In other words, it was the “‘whole con- 
ception of a social theory based ulti- 
mately on religion which was being dis- 
credited.””? Thus the merchant, in 
Thomas Wilson’s dialogue, is made to 
express the view that the activities of 
merchants must not be “over thwarted 
by preachers and others, that can not 
skill of their dealings.’’** The Puritan 
divines of the sixteenth century were by 
no means willing to accept the new com- 
mercial morality of their day, and the 
merchant in Wilson’s dialogue represents 

2 R. H. Tawney, Introduction to Thomas Wil- 
son, A Discourse upon Usury (London: B. Bell & 
Sons, Ltd., 1925), p. 121. 

27 Tbid., p. 170. 

8 Tbid., p. 250. 
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the growing opposition of the commer- 
cial class to the efforts of religious leaders 
to exercise moral authority and control 
over business transactions. It is worth 
noting that the merchant in Wilson’s 
Discourse expresses sentiments quite 
similar to those found in the Discourse of 
the Common Weal: 

For, I pray you, what trade or bargayning 
can there be among marchants, or what lending 
or borrowing among al men, if you take awaye 
the assurance and hope of gayne? What man is 
so madde to deliver his moneye out of his owne 
possession for naughte? or whoe is he that will 
not make of his owne the best he can? or who is 
he that will lende to others and want him self? 
You see all men now are so wise, that none 
will lend for moone shine in the water; and 
therefore, if you forbid gaine, you destroy 
entercourse of merchandize, you over throwe 
bargaininge.?9 


The foregoing argument is, of course, 
directed against the laws prohibiting 
usury, but the same traditional argu- 
ments concerning free markets are found 
in Wilson’s work. The merchant in the dia- 
logue epitomizes the new economic mo- 
rality of the businessman, who insisted 
that the “hope of gayne make the men 
industrious and, where no gayne ys to 
bee had, men will not take paynes.’’*° In 
business transactions there can be no 
moral rules which preclude the taking of 
whatever the impersonal forces of the 
market will permit, for ‘‘a man may take 
as much for hys owne wares as he can 
gette.’’* Such was the attitude which 
finally prevailed more than two hundred 
years after Wilson wrote his book. 

Continuing evidence of the importance 
of this revolt against economic controls 
can be found in speeches made by Sir 
Walter Raleigh in 1601. He frequently 
appeals for political and economic free- 
dom, and he advises against efforts which 
were being made to prescribe the type of 
3s [bid., p. 251. 


29 Ibid.,p. 249. 3° Ibid., p. 250. 
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crops which landowners might produce: 
“For my part, I do not like this con- 
straining of men to use their groundes at 
our wills. Rather let every man use his 
ground to that which it is most fit for, 
and therin use his own discretion.”’* 
His position is summarized quite suc- 
cinctly when he says the best policy with 
respect to agriculture is to “‘set corn at 
liberty and leave every man free.’’ 

The emphasis on freedom and natural 
rights in the economic sphere was quite 
clearly evident in the report of a com- 
mittee of the House of Commons in 1604. 
This report emphasized the necessity of 
giving men economic freedom and criti- 
cized the granting of monopoly rights as 
a violation of natural rights: 

All free subjects are born inheritable, as to 
their land, so also to the free exercise of their 
industry, in those trades whereto they apply 
themselves and whereby they are to live. Mer- 
chandise being the chief and richest of all other, 
and of greater extent and importance than all 
the rest, it is against the natural right and 
liberty of the subjects of England to restrain it 
into the hands of some few.34 


When a committee of the House of 
Commons speaks of economic restraints 
as being “‘against the natural right and 
liberty’’ of the people, one may be rea- 
sonably sure that natural-law doctrine 
was being accepted by an important seg- 


# Edward Edwards, The Life of Sir Walter 
Raleigh (London: Macmillan & Co., 1868), I, 272. 

33 Ibid., p. 273. 

34 Commons’ Journals (May 21, 1604), I, 218. 
In this same passage an attack against monopolies 
is based upon ‘“‘natural-right” doctrine. Thus the 
report criticizes a monopoly which restrains a com- 
modity “‘into the hands of so few, in proportion, to 
the Prejudice of all others, who, by Law and natural 
Right, might have interest therein.” 

It was during this period that the common- 
law rule against restraint of trade began to crys- 
tallize. For a brief discussion of early court de- 
cisions which established this rule see Walton 
Hamilton, ‘‘Common Right, Due Process, and Anti- 
trust,” Law and Contemporary Problems, VII (1940), 
20-29. 
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ment of English society. The interests of 
the merchant class were thus being con- 
sulted at every turn, and the criticisms of 
the use of monopoly power by a few trad- 
ing companies were being based on nat- 
ural-law theory to an increasing degree. 

In a memorandum dated July 5, 1607, 
certain problems concerning the enclo- 
sure movement were discussed in a man- 
ner quite similar to that used in the Dis- 
course of the Common Weal. The senti- 
ment expressed in this memorandum is 
strongly in favor of reliance upon free- 
market forces as the basis for determin- 
ing the relative amounts of different agri- 
cultural commodities which should be 
produced. The profit motive is held to be 
the desirable guiding force in productive 
activity. Furthermore, the identity-of- 
interests argument is rather clearly 
stated, for it is asserted that “‘the good 
individuall is the good generall.’’*s In this 
document the author argues that the 
amount of corn produced will continue at 
a high level because the farmer has been 
receiving a high price and “his only ende 
is profite.’’** This is the manner in which 
the appeal was being made to self-inter- 
est in both agricultural and commercial 
activities. 

During the early decades of the seven- 
teenth century the conviction that the 
flow of trade was subject to inexorable 
natural laws was becoming a common- 
place. Thus the famous mercantilist Ed- 
ward Misselden remarked: “Trade has in 
it such a kind of natural liberty in the 
course and use thereof, as it will not en- 
dure to be fors’t by any.’’*? The memoirs 

3s**A Consideration of the Cause in Question 
before the Lords Touchinge Depopulation” (1607), 
included in the appendix of W. Cunningham’s 
The Growth of English Industry and Commerce (Cam- 
bridge: At the University Press, 1903), III, 899 

3° Ibid. 


37 Edward Misselden, Circle of Commerce (1623 
ed.), p. 112. 
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of Thomas Papillon, a seventeenth-cen- 
tury merchant, reveal that he had similar 
convictions regarding governmental ef- 
forts to regulate the flow of trade.** He 
argues, for example, that “‘trade will not 
be forced but will have its course; If it 
meets with a Stop in one place, it will find 
a Vent another way.’’*® The apparently 
irresistible power of nature’s processes 
was becoming almost a fetish among the 
authors of economic tracts. 

Such quotations clearly indicate the 
direction which natural-law theory was 
taking during the early part of the seven- 
teenth century. Not only was the theory 
gradually becoming more explicit, but it 
was also being applied to a greater vari- 
ety of economic problems. Yet this trend 
did not result in the formulation of an 
integrated philosophy of laissez faire dur- 
ing the seventeenth century. As early as 
the middle of the century, however, one 
finds the law of nature being used to sup- 
port the argument that social and private 
interests are identical. Thus Joseph Lee, 
a country clergyman, says it is “an unde- 
niable maxime, that every one by the 
light of nature and reason will do that 
which makes for his greatest advan- 
tage.’’*° He then proceeds to develop the 
identification-of-interests argument: 

The advancement of private persons will be 
the advantage of the publick: if Merchants do 
buy an advantagious commodity, hath not the 
Common-wealth an advantage thereby, as 
well as themselves? . . . So whatsoever benefit 
we make to ourselves, tends to the publick 
good.# 


Although Lee’s statement of the iden- 
tity-of-interests doctrine was unusually 
clear for that period, it is nevertheless 

38 A. F. W. Papillon, Memoirs of Thomas Papillon 
(Reading, England: J. J. Beecroft, 1887). 

39 Ibid., p. 142. 

4° Joseph Lee, A Vindication of a Regulated En- 
closure (London, 1656), p. 9. 

4 Ibid., p. 22. 
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true that natural-law theory was being 
used more and more frequently in sup- 
port of the growing spirit of economic in- 
dividualism. A steady stream of criticism 
was directed against efforts to legislate 
concerning prices, the flow of trade, etc. 
In almost all these critical remarks, there 
was an explicit or implicit acceptance of 
the view that economic activity was sub- 
ject to universal, immutable laws. Roger 
Coke voiced an increasingly popular sen- 
timent when he said he would ‘‘never be- 
lieve that any man or Nation ever well 
attain their ends by forceable means 
against the Nature and Order of 
things.”’# 

The growth of a spirit of economic in- 
dividualism during this period is clearly 
reflected in an increasing tendency to 
glorify the role played by self-interest in 
economic affairs. Authors of economic 
tracts repeatedly asserted that any ef- 
forts to legislate against the pursuit of 
self-interest would be both futile and 
harmful. In pursuing their own interests, 
men were said to be acting in accord with 
a universal law of human nature. The 
unknown author of Britannia languens 
expressed this idea rather bluntly when 
he said that “no Statutes, Nay, or 
Preaching, though never so learned or 
florid, can prevail with necessitous 
men.’’*3 Samuel Fortrey was developing 
a similar thesis when he argued that “‘in- 
terest more than reason commonly sways 
most men’s affections.’’44 

More specifically, a large number of 
seventeenth-century writers regarded the 

# Roger Coke, Treatise III, p. 57, quoted in 
Heckscher, op. cit., II, 309. 

42 Britannia languens (1680), reprinted in Early 
English Tracts on Commerce, ed. J. R. McCulloch 


(London, 1856), p. 376. The authorship of this tract 
is commonly attributed to William Petyt. 

44Samuel Fortrey, England’s Interest and Im- 
provement (1663), reprinted in Early English Tracts 
on Commerce, p. 219. 
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desire for profit as the most salutary basis 
for economic action. This attitude was 
nowhere more prevalent than in discus- 
sions concerning the advisability of pre- 
venting the free movement of bullion be- 
tween nations. From the establishment 
of the East India Company in 1600, the 
prohibition against exporting bullion had 
been the subject of increasing contro- 
versy. In 1660, for example, antagonism 
toward such restrictions was reflected in 
a report of the Council of Trade. It is sig- 
nificant that this group objected to the 
restrictions largely on the basis of the 
alleged futility of forbidding the exporta- 
tion of the precious metals when it would 
be “profitable’’ to traders. The consensus 
of the council was that trade could not be 
“forced”’ by the passage of laws, for mer- 
chants would always find a way of avoid- 
ing the regulations when it was profitable 
to do so. ** The opinion of the Council of 
Trade is expressed in the following ex- 
cerpt from its report: 

The result at last would be no more but 
what experience hath already taught, that 
Money and Bullion have always forced their 
way against the several laws; that the trade of 
the world will not be forced, but will find or 
make its own way free to all appearances of 
profit.“ 

The desire of the traders for profit thus 
dictates the movement of the precious 
metals, for “it is impossible by any laws 
to restrain Money and Bullion against 
the use that traffic finds for the same.’’4’ 

4s Many such arguments were obviously made 
by spokesmen for the large trading companies. 
Whatever may have been their motives for such 
arguments, the important fact is that the rationaliza- 
tions postulated the existence of more or less im- 
personal, universal laws over which men could exer- 
cise no control. These laws were, of course, ‘‘laws 
of nature.” 

Advice of His Majesty's Council of Trade 
(1660), reprinted in A Select Collection of Scarce 
and Valuable Tracts on Money, ed. J. R. McCulloch 
(London, 1856), pp. 148-49. 

47 Ibid., p. 149. 
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All legislation concerning this problem 
would, in the words of Thomas Mun, be 
“not only fruitless but also hurtful.’’* 
For Mun and many of his contempo- 
raries the forces of the market thus as- 
sumed the character of inexorable laws 
of nature. No legislation could effectively 
prevent the movement of metals to the 
places where traders could earn the high- 
est profit. We may refer again to the 
work of Fortrey for a clear statement of 
this thesis: 

And our gold being of less value at home then 
it is abroad it hath been all conveyed away 
within these few years: and laws to prevent it 
shall always prove fruitless, when it is ad- 
vantageous to do it; there being means suffi- 
cient to be found to effect it, by such as shall 
find it profitable.+9 

The excerpts given above indicate the 
“‘piecemeal”’ and inconsistent fashion in 
which the new interpretation of natural 
law had begun to insinuate itself into eco- 
nomic literature. Thus some writers had 
used natural-law doctrine to support 
their arguments in favor of the enclosure 
movement. Others had occasionally re- 
sorted to this doctrine in their attacks 
against efforts to control internal prices. 
Still others had argued that attempts to 
regulate the flow of gold and silver were 
futile because they violated the laws of 
nature. However, such isolated argu- 
ments were soon to be integrated into a 
more or less consistent system of eco- 
nomic theory. This movement toward 
integration began during the last quarter 
of the seventeenth century, and its rapid 
progress is well known to those who have 
studied the development of economic 
thought. : 


4* Thomas Mun, England’s Treasure by Forraign 
Trade (1664) (London: Basil Blackwell, 1928), p. 87. 
In this same passage Mun says the supply of the 
precious metals adjusts itself to the balance of trade 
and this ‘‘must come to pass by a Necessity beyond 
all resistance.” 

49 Fortrey, op. cit., p. 240. 
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One of the earliest, and certainly one 
of the best, examples of the new trend in 
economic thought is found in the works 
of Sir William Petty, who wrote during 
the period of ‘‘transition”’ from mercan- 
tilism to laissez faire.5° Although Petty 
subscribed to a number of mercantilist 
ideas, the general ‘“‘tone’’ of his works re- 
flects the extent to which economic indi- 
vidualism was gaining the upper hand in 
English thought. At the heart of this in- 
creasingly popular philosophy of individ- 
ualism lay a belief in universal and bene- 
ficent laws of society. 

Petty is probably best known in the 
history of economic thought for his con- 
sistent efforts to find an empirical basis 
for economic theory. As an avowed em- 
piricist, he was fully aware that his 
methodology constituted a new approach 
to economics. Thus he boldly asserted 
that his economic theory, unlike that of 
his predecessors, was based exclusively 
upon observed facts: 

The Method I take to do this, is not yet 
very usual; for instead of using only compara- 
tive and superlative Words, and intellectual 
Arguments, I have taken the course... to 
express myself in terms of Number, Weight, or 
Measure; to use only Arguments of Sense, and 
to consider only such Causes, as have visible 
Foundations in Nature. 

Petty was quite clearly making an ef- 
fort to avoid the pitfalls of what he re- 
garded as the traditional metaphysical 
approach to economic theory. Despite 
his effort to be a thoroughgoing em- 
piricist, however, he frequently resorted 
to the use of metaphysical absolutes. 
This was, of course, merely a reflection of 
his intellectual environment, for the 

s° The term “‘transition” is that used by Heck- 
scher (op. cit., II, 323). 


st Economic Writings of Sir William Petty, ed. 
C. H. Hull (Cambridge: At the University Press, 
1899), I, 244. Subsequent references to Petty’s 
writings are from this edition of his works. 
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greatest scientists and philosophers of 
that period used similar analytical 
tools.” If such a renowned physicist as 
Newton could speculate freely about 
“absolute” space and time, it is not dif- 
ficult to understand why social theorists 
should have assumed the existence of 
absolute social laws. 

The works of Petty offer an excellent 
illustration of the impact of natural sci- 
ence on social theory during the latter 
part of the seventeenth century. In this 
“century of genius,’’ no writer could long 
remain unaffected by the revolutionary 
developments in such fields as biology, 
physics, and mathematics. However, 
Petty was influenced more than most so- 
cial scientists of his day because his train- 
ing and experience gave him an unusually 
clear appreciation of the accomplish- 
ments of natural science. As a doctor of 
medicine, he acquired an early interest in 
biology, and his knowledge of mathe- 
matics was at least sufficient to enable 
him to become renowned for his work as 
a surveyor in Ireland. Perhaps even 
more important were the associations he 
had with members of the Royal Society, 
of which he was a charter member. 

In an important sense the pioneering 
work in statistics by John Graunt, Petty, 
and Gregory King was a reflection of the 
influence exerted by natural science on 
the study of social phenomena.‘ Al- 
though most of these early studies were 
confined to the area of statistical demog- 
raphy, they prepared the way for subse- 


s? For an excellent discussion of the metaphysical 
content of the physical sciences, e.g., Newton’s 
physics, see E. A. Burtt, The Metaphysical Founda- 
tions of Modern Physical Science (New York: Har- 
court, Brace & Co., 1927). 

53 For a discussion of the importance of the work 
done by these men see A. Wolf, A History of Science, 
Technology, and Philosophy in the Sixteenth and 
Seventeenth Centuries (New York: Macmillan Co., 
1935), PP- 587-613. 
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quent empirical research in related fields. 
In any case the interest in quantitative 
measurement of social data indicates that 
social scientists were beginning to appeal 
to facts in much the same fashion that 
biologists and physicists were basing 
their theories upon the experimental 
facts of the laboratory. It was not mere 
chance that Petty chose to call one of his 
important works Political Arithmetick. 

From the point of view of the develop- 
ment of economic theory, the emergence 
of a scientific philosophy of determinism 
was possibly the most significant fact of 
the seventeenth century. The great crea- 
tive minds in mathematics, biology, 
physics, etc., gradually came to view the 
world as an intricate machine in which 
each part played a role that was rigidly 
predetermined by inexorable laws.5* New- 
ton’s Principia, published in 1687, pro- 
vided the basis for a mechanistic outlook 
which would encompass the universe.* 
In such a climate of opinion, social scien- 
tists began to search for a body of laws 
which would reveal a harmonious social 
order similar to that which physical 
scientists had discovered in their re- 
searches.” 


s4See A. N. Whitehead’s discussion of the 
emergence of ‘‘materialistic mechanism” in his Sci- 
ence and the Modern World (New York: Macmillan 
Co., 1935), pp. 66-75. 

ss Many prominent scientists of the late seven- 
teenth century did not adhere to a mechanistic 
philosophy, although their work was frequently 
used by others as the basis for this type of phi- 
losophy. Thus Newton thought his work strength- 
ened ‘‘a spiritual view of reality” (Cecil Dampier, 
A History of Science [New York: Macmillan Co., 
1944], p. 187). Even before Newton published his 
work, however, the mechanistic point of view was 
well established, e.g., in Hobbes’s philosophy. 


8 Mechanistic overtones are found in economic 
literature at least as far back as the middle of the 
sixteenth century. In tLe Discourse of the Common 
Weal (pp. 98-100), for example, there is a long pas- 
sage in which the author discusses economic activity 
in terms of an analogy with the mechanism of a 
clock. 
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The influences referred to above come 
into clear focus in Petty’s writings, for 
his favorite thesis is that the natural laws 
of society are so powerful that they can 
never be circumvented by “positive’’ 
laws. He speaks, for instance, of the 
“vanity and fruitlessness of making Civil 
Positive Laws against the Laws of Na- 
ture.’’s’? His general regard for the func- 
tioning of natural law is indicated in the 
following passage: 

We must consider in general, that as wiser 
Physicians tamper not excessively with their 
Patients, rather observing and complying with 
the motions of nature, then contradicting it 
with vehement Administrations of their own; 
so in Politicks and Oconomicks the same must 
be used.5* 


His diagnosis of what had been ailing 
the economy of England is based upon 
the assumption that the regulatory, posi- 
tive laws of the state are usually inimical 
to the welfare of the people. In England, 


too many matters “have been regulated 
by Laws, which Nature, long Custom, 
and general Consent, ought only to have 
governed.’’’? He complains of efforts to 
“perswade Water to rise of itself above 


’” 


its natural Spring,’’ and he is likewise 
critical of those who make “that infinite 
clutter about resisting . . . Nature, stop- 
ping up the windes and seas.’ In such 
passages, Petty’s terminology frequently 
reveals the imprint which natural science 
had made on his thinking.” It is quite 


57 Economic Writings, I, 48. 

5* Tbid., p. 60. 

89° Tbid., p. 243. 

6 Tbid., p. 60. 

6 A multitude of terms might be used to illus- 
trate the influence of natural science on economic 
thought. Of all those adopted by social theorists, 
perhaps the term ‘‘equilibrium” was destined to be 
most widely adopted in economic literature. The 
French economist, Pierre Boisguilbert, was among 
the first to use the concept of equilibrium as a basic 
analytical tool. For Boisguilbert, as for later econo- 
mists, the equilibrium price signified both normality 
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apparent that he thought the laws of so- 
ciety were virtually as inexorable as the 
Newtonian laws of physics. 

One of the specific applications of 
Petty’s natural-law theory appears in his 
discussion of questions concerning money 
and interest. He does not accept the 
early mercantilist views regarding the 
export of bullion, for he clearly states 
that any law prohibiting the export of 
the precious metals is both harmful and 
futile. Money has a “natural” value, 
which is determined on the same hasis as 
the value of other commodities. Just as it 
is wrong to interfere with the natural 
prices of goods sold in domestic trade, so 
it is wrong to interfere with the move- 
ment of bullion to those countries where 
its price is highest. When asked whether 
England’s laws limiting the export of 
bullion were good laws, he replied: 

Perhaps they are against the Laws of Nature, 
and, also impracticable: For we see that the 
Countries which abound with Money and all 
other Commodities, have followed no such 
Laws: and contrary wise, that the Countries 
which have forbid these Exportations under 
the highest penalties, are very destitute both of 
Money and Merchandize.™ 


Petty’s solution of the problem of what 
the rate of interest should be is likewise 
handled in terms of free-market theory. 
For example, he argues that any effort to 
prescribe the rate of interest by legisla- 
tive enactment is doomed to failure, for 
natural market forces are too strong to be 
resisted. Hence the “‘natural’’ rate of in- 


and beneficence. The importance which he attributed 
to equilibrium is indicated in the following state- 
ment: ‘‘Only equilibrium can save everyone; and 
nature alone, to repeat, can achieve this” (Econo- 
mistes financiers du XVIII siécle, ed. E. Daire 
[Paris, 1843], p. 390). 

G. N. Clark briefly describes the early influence of 
natural science on economic and political termi- 
nology in his Science and Welfare in the Age of 
Newton (London: Oxford University Press, 1949), 
pp. 118-19. 


% Economic Writings, II, 445. 
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terest can fall only in response to an in- 
crease in the supply of money: 

As to Mony, the Interest thereof was within 
this fifty years, at 101. per Cent forty years ago 
at 8 1. and now at 61. no thanks to any Laws 
which have been made to that purpose, foras- 
much as those who can give security, may now 
have it at less: But the natural fall of interest 
is the effect of the increase of Mony.*3 


The fact that he objected to laws pro- 
hibiting usury has no special significance, 
for other writers had previously voiced 
opposition to such legislation. Even the 
Puritans, such as Richard Baxter, had 
begun to weaken in their strictures 
against usury. In Petty, however, the 
idea is clearly developed that statutory 
laws regulating the rate of interest do 
violence to the beneficent laws of nature. 

To an important extent, John Locke 
represents the culmination of a trend in 
natural-law thinking which had begun 
during the sixteenth century. As pre- 
viously noted, this new trend involved a 
significant change in the meaning attrib- 
uted to natural law. During the medieval 
period the law of nature had been in- 
voked “as a moral restraint upon self- 
interest,’’ whereas, by the time of Locke, 
nature was largely identified with human 
appetites, and natural law was invoked 
“as a reason why self-interest should be 
given free play.’ It is in connection 
with the rise of the new philosophy of in- 
dividualism that Locke occupies a promi- 
nent position in the history of economic 
thought. 

Locke’s eclecticism is such that he vir- 
tually defies classification with respect to 
any particular “school” of economic 
thought. One writer has asserted that 
I »cke’s economic “theory” was a “‘retro- 
gression from Petty to Aristotle and the 
schoolmen,”’ whereas his “‘practice’’ was 


$3 Thid., I, 304. 
64 R. H. Tawney, Religion and the Rise of Capital- 
ism (London: John Murray, 1948), p. 180. 
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that of “an adherence to mercantilism at 
a time when its foundations were being 
undermined.’ It was J. M. Keynes who 
described Locke as “standing with one 
foot in the mercantilist world and with 
one foot in the classical world.’ But, 
despite the inconsistencies which most 
writers find in his writings, the fact re- 
mains that there is almost universal rec- 
ognition of the paramount contribution 
which Locke made in providing the phil- 
osophic foundation for economic individ- 
ualism. 

The role played by nature in Locke’s 
philosophy is very clearly revealed in his 
epistemology, for the impact of nature on 
man forms the basis of his whole theory 
of knowledge. If the doctrine of the ra- 
tionalists concerning the existence of in- 
nate ideas was to be abandoned, nature 
had to play a more active, and the mind 
a more passive, role than had been the 
case in previous systems of philosophy. 
In Locke’s system, therefore, “the mind, 
in respect of its simple ideas, is wholly 
passive.’”*’ In other words, “perception is 
the first operation of our intellectual 
faculties, and the inlet of all knowledge 
into our minds.’ The mind of man can 
play an active part in the formation of 
complex ideas, but all knowledge must be 
derived ultimately from simple ideas. In 

®s Max Beer, Early British Economics (London: 
G. Allen & Unwin, 1938), p. 234. It is interesting to 
note that Laski (op. cit., p. 117) argues that the 
‘‘very illogic of Locke is his strength.” 

At least one writer has taken exception to the 
traditional view of Locke’s inconsistencies. This 
unique interpretation is contained in Werner 
Stark’s The Ideal Foundations of Economic Thought 
(New York: Oxford University Press, 1944), pp. 

26. He unequivocally asserts (p. 24) that Locke 
‘‘was a master of consistency.” 


J. M. Keynes, The General Theory of Employ- 
ment, Interest, and Money (New York: Harcourt, 
Brace & Co.), p. 343. 

*7 John Locke, An Essay concerning Human Un- 
derstanding (London: Ward, Lock & Co., n.d.), 
Pp. 203. 


8 Thid., p. 96. 
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short, for Locke the “mind of man is en- 
tirely a product of his environment.’ 

Just as Locke holds that our knowl- 
edge of the physical world does not entail 
the use of any innate ideas, so he argues 
that the mind is not endowed with any 
innate moral knowledge. We are assured 
of a correct basis for our moral judg- 
ments only by means of the functioning 
of “natural tendencies.”’ These are not to 
be confused with innate principles, for 
the “‘tendencies”’ are, in Locke’s system, 
conceived to be only a means of acquiring 
moral knowledge, not innate impressions 
on the mind of moral knowledge itself.’ 
When he writes that things “are good or 
evil only in reference to pleasure or 
pain,” he is anticipating much of the 
utilitarian theory of morals. Further- 
more, since pleasure and pain are simple 
ideas which are derived only from experi- 
ence,” the mind is passive with respect 
to both physical and moral knowledge. 

Locke uses this sensationalism as the 
basis for building an individualist phi- 
losophy. If our moral concepts are to be 
derived from sense experience, then the 
sensations of pleasure and pain are the 
guides to moral behavior. Whatever gives 
an individual pleasure is therefore good 
for him. So it is that men “may choose 
different things, and yet all choose 
right.’’?3 There is, therefore, no universal 
standard of good and evil to which men 
may refer in making moral decisions. 

What prevents such moral theorizing 
from becoming “‘pure’”’ relativism is, of 
course, the role played by nature in 
Locke’s system. Efforts to find a univer- 
sal standard of value are doomed to fail- 
ure because nature has provided for dif- 

*9 Stark, op. cit., p. 2. 

7 Locke, op. cit., pp. 27-28. 

™ Ibid., p. 160. 

” Ibid. 

73 Ibid., p. 189. 
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ferences among individuals as regards 
their sensations of pleasure and pain. 
This does not result in a kind of moral 
anarchy only because Locke assumes 
that ‘‘natural tendencies”’ guide the indi- 
vidual in such a manner that he will 
usually choose the socially and ethically 
correct course of action. In his theory of 
morals, therefore, Locke provided what 
later came to be regarded as a virtually 
decisive justification for an economic sys- 
tem which would permit wide freedom of 
choice for the individual. 

The importance which Locke attrib- 
utes to the laws of nature can be seen 
even more clearly in his theory of prop- 
erty rights. His entire analysis of prop- 
erty rights is based on the assumption 
that natural law justifies private prop- 
erty. In chapter v of the Second Treatise 
of Civil Government, he discusses the 
problem of property in both a “state of 
nature’ and in “modern” society. His 
conclusion is that the same fundamental 
law of nature justifies private property 
regardless of the state of social develop- 
ment. 

For Locke, “natural reason”’ tells us 
that every man has a “property in his 
own person.’’’4 Therefore, when a man 
removes something from the “‘state Na- 
ture hath provided and left it in,” he has 
“mixed” his labor with it, and “. . . there- 
by makes it his property.’’’’ In other 
words, man has “in himself the great 
foundation of property,” and “labour, in 
the beginning, gave a right of prop- 
erty.’’”° 

A question immediately arises, how- 
ever, concerning the amount of property 
a person has a right to possess. In an- 
swering this question, he first discusses 

74 John Locke, Two Treatises of Government (Lon- 
don: J. M. Dent & Sons, 1947), p. 130. 

78 [bid. 

% Ibid., p. 1386 
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the problem in relation to primitive so- 
ciety, and he then provides an answer for 
modern society. As for the state of na- 
ture, his answer is clear and unequivocal, 
and it is stated in terms of a “law of Na- 
ture’: ‘““The same law of Nature that 
does by this means give us property, does 
also bound that property too... . As 
much as any one can make use of to any 
advantage of life before it spoils, so much 
he may by his labour fix a property in. 
Whatever is beyond this is more than his 
share, and belongs to others.’’?” 

It is important to recall that, for 
Locke, most of the “things really useful 
to the life of man”’ are “generally things 
of short duration”’ which will “‘decay and 
perish of themselves.’’** He deprecates 
the importance of the precious metals, 
diamonds, etc., for they are “things that 
fancy or agreement hath put the value 
on.”’?? In accumulating such things as 
trinkets and jewelry, primitive man did 
not violate the law of nature. He might 
“*heap up as much of these durable things 
as he pleased,”’ because the law of nature 
did not limit the mere “‘largeness of his 
possession.’’** Natural law only dictated 
that nothing should be wasted as a result 
of accumulation. 

Locke does not think the introduction 
of money in “modern” society necessi- 
tates any alteration of the basic law of 
nature concerning property rights, for 
money (i.e., “gold and silver’’) is “little 
useful to the life of man.”’** Modern man, 
therefore, can “rightfully and without 
injury, possess more than he himself can 
make use of by receiving gold and sil- 
ver.’’*? Inequality of wealth is justified 
on the basis of his assumption that people 


7 Ibid., p. 131. 80 Tbid. 
78 Thid., p. 139. 


19 Tbid. 


8: Tbid., p. 140. 
8 Ibid. 
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would always have free access to the eco- 
nomic resources required in the produc- 
tion of ‘useful’ goods.*’ There is no rec- 
ognition in his writings of a conflict be- 
tween the law of nature as it applied in 
primitive and in modern society, for, in 
either case, inequality of wealth is sanc- 
tioned. 

Locke’s_ sensationalist psychology, 
combined with his theory of morals, pro- 
vided much of the intellectual founda- 
tion for the utilitarian philosophy of Bec- 
caria, Helvetius, and Bentham. Further- 
more, his individualist ethics furnished 
much of the justification for a social or- 
ganization which would permit a high 
degree of freedom for the individual. His 
theory of property, likewise based on 
natural-law doctrine, was destined to be 
a cornerstone in the foundation of eco- 
nomic liberalism.*4 

It is well known that Locke’s economic 
theory did not consistently reflect the 
basic assumptions of his individualist 
philosophy. What is important for the 
present inquiry, however, is that Locke 
used natural law as a basic analytical tool 
in his philosophic system. His writings 
were a source of inspiration for almost all 
eighteenth-century social theorists, and 
the systemization of laissez faire theory 
was, to an important extent, little more 
than a projection of Locke’s individualist 
philosophy into the field of economic the- 
ory. 

The rapid movement toward an in- 
tegrated system of laissez faire which fol- 
lowed the publication of Locke’s works is 
a familiar chapter in the development of 
economic thought. Illustrations of the 


83 [bid., pp. 138-39. 

84 The pervasive character-of natural-law theory 
in Locke’s system is, of course, brought into even 
sharper focus in his political theory, e.g., his belief 
in ‘‘natural liberty,” ‘‘natural rights,” etc. 
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pace of this development are found in the 
writings of such men as North, Dave- 
nant, and Mandeville. Indeed, there is 
much justification for F. B. Kaye's asser- 
tion that Mandeville’s Fable of the Bees is 
the first systematic presentation of the 
laissez faire philosophy.** Be this as it 
may, the economic liberals of eighteenth- 
century England were obsessed with the 
idea that the social benefits of permitting 
each individual to pursue freely his own 
interests would fiow spontaneously from 
a system of “natural”’ liberty. I have 
tried to indicate that the origin of this 
view dates at least as far back as the 
middle of the sixteenth century. What 
had begun as opportunistic and sporadic 
protests against commercial controls 
thus emerged, almost two centuries later, 
in the form of a systematized philosophy 
of economic individualism which pro- 
claimed the beneficence of the laws of 
nature. 


§s For a discussion of this point see F. B. Kaye's 
edition of Bernard Mandeville, The Fable of the Bees 
(Oxford: Oxford University Press, 1924), I, xeviii 
ciii. In the Fable, Mandeville applies the principle of 
self-interest to virtually all spheres of economic 
activity. The unifying thread is, of course, natural 
law, for the beneficent social effects of the pursuit 
of self-interest flow ‘‘naturally”’ and spontaneously 
from the operation of a laissez faire system 

For another interesting comment on the decisive 
influence of Mandeville in the development of eco- 
nomic individualism see F. A. Hayek, Individualism 
and Economic Order (Chicago: University of Chicago 
Press, 1948), p.9. Hayek’s position is that Mandeville 
was the first to formulate clearly the central idea of 
“true” individualism. The type of individualism 
which culminated in the work of Adam Smith is 
contrasted with that which derived from Cartesian 
rationalism and was most clearly reflected in the 
writings of the Encyclopedists and the Physio- 
crats. The latter type, according to Hayek, leads 
toward collectivism. At least two modern studies of 
physiocracy lend support to this interpretation: 
Norman Ware, ‘“‘The Physiocrats: A Study in 
Economic Rationalization,” American Economic 
Review, XXI (1931), 607-19, and Max Beer, An 
Inquiry into Physiocracy (London: George Allen & 
Unwin, 1939). 





CRISIS IN BRITAIN: A NOTE ON THE STAGNATION THESIS' 


DONALD J. DEWEY 


Duke University 


I 


HE thesis that the economy of Great 

Rritain is plagued by a technical dry 
rot which can be put right only by an in- 
telligently planned program of reorganiza- 
tion and re-equipment is not new. Most of 
us first encountered this idea in Veblen’s 
Imperial Germany and the Industrial Revo- 
lution (1917), though even before World 
War I it was being confidently expounded 
by H. G. Wells and the Webbs, who had 
discerned the secret of Germany’s economic 
growth in the wise paternalism of her civil 
service. 

Since the advent of the austerity era, 
this thesis of stagnation has gained nearly 
universal acceptance. It now dominates the 
thinking of most tough-minded Socialists in 
Britain and of many of our own ECA ad- 
ministrators as well. It enjoys a special 
vogue among visiting American business- 
men and even some popularity in British 
business circles, where, however, stagnation 
is usually traced to the hostility of labor 
unions to new production methods. In fine, 
while the thesis may or may not have merit, 
it certainly has influence. 

Moreover, in view of the pressing need 
for good Anglo-American relations, the idea 
probably serves at least one useful purpose. 
It enables American liberals and British 
Socialists to wish each other well, despite 
a serious difference of opinion on the efficacy 
of nationalization measures. British capi- 
talism has been notoriously slow on the in- 
novation uptake for many years and is only 
getting its just deserts. American capitalism 
is still “dynamic” and need not suffer the 


*A review note on Robert Brady, Crisis in 
Britain: Plans and Achievements of the Labour 
Government (Los Angeles: University of California 
Press, 1950). Pp. xii+717. $5.00. 


same fate, provided, of course, that busi- 
nessmen behave themselves. Ergo, one must 
not be dogmatic about nationalization pol- 
icies; both capitalism and socialism are good 
things, each in its proper time and place. 

In any event, many expensive decisions 
have already been taken upon the assump- 
tion that the stagnation thesis embodies 
self-evident truth. I believe, therefore, that 
we may profitably employ the opportunity 
afforded by the appearance of Crisis in 
Britain to examine this venerable notion 
more closely ;? for, throughout the 667 pages 
of this book, it is persuasively invoked by 
Professor Brady to identify, diagnose, and 
prescribe for the maladies of the British 
economy. 


II 


Brady gets off to a bad start by neglect- 
ing to establish his central premise on a 
firm foundation. Instead of distinguishing 
the production trends that could conceiv- 
ably exemplify stagnation, he introduces a 
mass of evidence to make two points that 
no one is likely to dispute. The standard of 
living is higher in the United States than in 
Britain; the representative American work- 


2In fairness to Professor Brady, I should ac- 
knowledge that Crisis in Britain is a valuable com- 
mentary on the principal works undertaken by the 
Labor government, regardless of how one assesses 
the validity of the stagnation thesis. The work con- 
sists mostly of case studies in reform through legis- 
lative prescription. The introductory chapter is 
devoted io “Third Force Socialism” and the con- 
cluding one to “Achievements and Prospects”; 
the intervening thirteen chapters are concerned 
with the evolution of public policy on particular 
issues—nationalization of the “basic” industries, 
social security, location of industry, etc. 

3 For a direct assault on the stagnation thesis 
see R. S. Sayers, “The Springs of Technical Prog- 
ress in Britain, 1919-39,” Economic Journal, LX 
(1950), 275-91. 


348 





CRISIS IN BRITAIN 


er in most industries enjoys the services of 
more capital equipment than does his Brit- 
ish opposite number. 

These commonplaces are then made the 
basis for the usual fallacious inference, i.e., 
per man productivity in Britain can be 
raised by persuading or compelling par- 
ticular British industries to adopt the pro- 
duction methods of their most efficient 
American and Continental competitors. 
Marginal cost? Marginal revenue? Brady 
seemingly has little use for the economist’s 
stock of ideas, and none at all for his termi- 
nology. Our crucial assumption that the 
optimum factor combination depends upon 
the supply of the factors nowhere intrudes 
upon his analysis, nor is it ever mentioned 
that, by American standards, Britain is now 
what she has always been—a cheap-labor 
economy. 

To substantiate the charge of stagnation, 
Brady relies mainly upon unflattering de- 
scriptions of production methods in the 
heavy-industry sector of the economy, 
where he repeatedly mistakes the unpleas- 
ant odor that accompanies disinvestment 
for prima facie evidence of obsolescence. 
Statistical support for the thesis is supplied 
by a table taken from a monograph by Dr. 
Rostas, which reckons that, on the eve of 
World War II, per man output in the United 
States exceeded British productivity over a 
range of thirty-two industries by more than 
2 to 1.4 

Now, clearly, anyone who wishes to es- 
tablish conclusively the stagnation of Brit- 
ish industry must do more than this. At the 
very least, he must furnish the rudiments of 
a historical perspective, i.e., it is incumbent 
upon him to (a) select suitable indices of 
productivity trends in Britain, the United 


4 Comparative Productivity in British and Ameri- 
can Industry (National Institute of Economic and 
Social Research, “Occasional Papers,” No. XII 
{[London, 1948]). An earlier study by Dr. Rostas 
failed to substantiate the popular notion that, by 
1939, Germany had long since outstripped Britain 
in industrial efficiency (cf. “Industrial Production, 
Productivity, and Distribution in Britain, Germany, 
and the United States,” Economic Journal, LIII 
[1943], 39-54). 
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States, and preferably Germany as well; 
(6) show that over some considerable period 
—twenty or thirty years—the rate of in- 
crease in per capita income or per capita 
income of the employed population was sig- 
nificantly lower in Britain than elsewhere; 
and (c) demonstrate that any discernible 
lag was not due to external brakes or chance 
circumstances, which, in the case of Britain, 
means showing that the lag was not im- 
posed by an unreasonably adverse move- 
ment in the terms of international trade. 
This task is, of course, a difficult one: the 
best data available point up another con- 
clusion. In so far as improvements in in- 
dustrial efficiency can be inferred from in- 
come and employment statistics, the in- 
crease in productivity in Britain for the 
years 1900-1939 was virtually as great as in 
the United States and somewhat greater 
than in Germany,’ and certainly no one 


5 Cf. Colin Clark, Conditions of Economic Prog- 
ress (London, 1940), chap. iv; and The Economics 
of 1960 (London, 1943). 

This proposition reflects the conviction that na- 
tional income figures furnish a better basis for 
generalizing about broad trends in economic 
efficiency than do production series for selected in- 
dustries. In support of this pesition I urge Frank 
Knight’s dictum that exchange is also a method of 
production; hence, over the long pull “progress” 
in an export economy depends in considerable meas- 
ure upon how well it makes use of the terms of trade. 
But this is a personal preference. 

Most generalizations about productivity trends 
in the British economy are anchored (in so far as 
they are anchored at all) in Census of Production 
data, which cover manufacturing, mining, building, 
and public utilities, i.e., the activities of approxi- 
mately half the labor force. (The production index 
of both the Central Statistical Office and the London 
and Cambridge Economic Service have this founda- 
tion.) For an appraisal of the uses to which Census 
data can be put, see the monograph by C. F. Carter, 
W. B. Reddaway, and Richard Stone, The Measure- 
ment of Production Movements (Cambridge, 1948); 
also a short article by Ely Devons “British Indus- 
trial Production,” in the April, 1950, issue of Lloyds 
Bank Review. 

As Devons indicates, the Census material yields a 
curiously irregular productivity trend for industry 
over a thirty-year period. By his calculations, out- 
put per man rose 4-8 per cent between 1907 and 
1924, and about 34 per cent in the next eleven 
years. Devons appears to doubt that any over-all 
increase in productivity has occurred since 1935 
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benefited more from the fall in world food 
prices after World War I than did the em- 
ployed British worker. 

In point of fact, the case for a long-term 
productivity lag in Britain really rests upon 
the inference that, without this windfall, the 
United Kingdom could not liave matched 
the American rise in living standards during 
this period. The stagnation thesis has only 
the validity conferred by the plausibility of 
this inference. And, since conjectural propo- 
sitions about what might have been are not 
subject to proof or disproof in any formal 
sense, its validity turns ultimately on the 
reasons one can advance for believing that 
British income statistics would otherwise 
have registered stagnation in the twenty 
or thirty years before 1939. 

One can, of course, make a fairly good 
case for a prewar “‘efficiency”’ lag in Britain. 
The work of Dr. Rostas furnished one 


piece of evidence, for by his estimate: 


In manufacturing and kindred industries 
(i.e. manufacturing, mining, building, and pub- 
lic utilities) in the thirty-year period of 1907 to 
1937, the estimated increase in output per 
wage-earner amounted to 47% and the in- 
crease in output per man-hour to 65%. In the 
same period the increase in the U.S. amounted 
to 71% in output per wage-earner and to 133% 
in output per man-hour. In both respects the 
rate of increase was higher, in terms of man- 
hours nearly twice as high, in the U.S. than in 
Britain. Over the thirty years observed the 
average compound rate of increase amounted 
to 1.4% per wage-earner per annum and 1.7% 
per man-hour per annum in Britain, and to 
1.8% per wage-earner per annum and 2.9% per 
man-hour per annum in the U.S.° 


Then again one could cite the low, albeit 
growing, investment of the United King- 


(the most recent year for which Census data are 
available). He warns, however, that “if we want 
to measure changes in productivity compared with 
pre-war and arrive at figures on which we can 
rely, we must examine the position industry by 
industry in much greater detail than is possible from 
the general statistics of production and manpower 
that are at present published.” 

6 Comparative Productivity in British and Ameri- 
can Industry, p. 42; the sources for this estimate 
are given on p. 49. 
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dom in education (both general and tech- 
nical) during this period or stress the wast- 
age of resources entailed in waging World 
War I. Likewise, we might suspect that not 
all the sharp productivity increase in Brit- 
ish industry after 1926 derived from im- 
proved organization and technology; that 
some fraction must be ascribed to the laying- 
off of marginal men and machines as unem- 
ployment rose. 

On the other side of the ledger, at least 
three entries are in order; we may note that 
before the war (a) virtually every sector of 
the economy had recently experienced some 
innovation, (5) labor efficiency was increas- 
ing, and (c) Britain had probably suffered 
less from a misallocation of resources 
through tariffs and swollen public pay rolls 
than had any other major economy (its 
Continental type of bureaucracy is of post- 
war origin). 

Nevertheless, on balance, we may reason- 
ably infer that the stagnation thesis has 
some foundation in fact; that the British 
economy could not have equaled the Ameri- 
can performance from 1900 to 1939 without 
falling food prices. But the evidence for this 
conclusion hardly warrants our maintaining 
it with any fervor or vehemence. 

To gauge the course of productivity since 
1935, Brady uses an Economist estimate 
based upon the production index of the 
London and Cambridge Economic Service 
that industrial output on a per man basis 
was slightly lower (by about 5 per cent) in 
1947 than it was twelve years earlier.’ Most 
British economists would probably accept 
this estimate; but it raises a set of problems 
distinctly different from those suggested by 


7 Cf. W. B. Reddaway, “Industrial Production— 
1935-48 Comparison,” London and Cambridge 
Economic Service Bulletin, XXVI, No. 2 (May, 
1948), 50-54. 

8 A calculation based upon the production index 
of the Central Statistical Office would show no 
significant change in productivity for the period 
(cf. Devons, op. cit., p. 45). This index regularly 
places postwar output trends in a more favorable 
light than does the London-Cambridge series; but, 
as we have no guide to the official figures, the reasons 
for the discrepancy are not clear. 
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our data on prewar productivity trends, 
even though in Brady’s analysis both are 
lumped together as evidence of technical in- 
adequacy. 

Ill 


What reasons explain the low level of 
British production? According to Brady: 


They are rooted in the whole British in- 
dustrial system; in its need for vast new in- 
vestment before it can begin to catch up; in 
the prevalence of small-scale plant, badly 
situated with respect to preceding and following 
operations, unequipped for modern mass-pro- 
duction methods, and producing a wide variety 
of unstandardized goods; in relatively low levels 
of installed mechanical horsepower; in the well- 
nigh universal resort on the part of both man- 
agement and the worker to practices of a re- 
strictive character in virtually all lines of in- 
dustry; possibly in the unnecessarily high ratio 
of overhead or nonproductive personnel to 
productive workers; etc. [pp. 497-08]. 


It seems hardly necessary to remark that 
every one of these explanations rests upon 
a vulnerable premise or a doubtful infer- 


ence. Was the low level of public invest- 
ment in general and technical education 
partly responsible for Britain’s alleged fail- 
ure to keep pace with American industrial 
development before 1939? Have controls 
and brutal rates of marginal income taxation 
no bearing on the discouraging postwar pro- 
duction figures? Brady is silent on these 
possibilities. 
IV 


Yet we are assured that “virtually all 
analyses of the causes of the low level of 
British production show that they cannot 
be eliminated by piecemeal measures.” (As 
if the causes of low production, whatever 
they are, could be eliminated by any other 
measures!) And inevitably Brady’s prescrip- 
tion for the economic ills of the United 
Kingdom is in accordance with his diag- 
nosis. What the British economy requires 


For an acceptable diagnosis of the causes of 
productivity stagnation in Britain since 1939 see 
S. R. Dennison, “Industrial Productivity,” Lloyds 
Bank Review, January, 1939- 
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for its salvation is “a bold and imaginative 
program which is coextensive with the prob- 
lems faced” and “a fundamental reorgani- 
zation of her entire manufacturing system” 
—in effect, central planning with a venge- 
ance.*® 

Now, so long as Brady does no more than 
repeat the usual left-wing platitudes about 
the need for planning, my strongest reaction 
is one of impatience. We have heard them 
all before, but then every occupation im- 
poses its own particular trials and tribula- 
tions. For Brady, however, the moderniza- 
tion of industrial equipment and the reor- 
ganization of industry are not enough. 
Something must be done about hapless hu- 
man beings themselves, since “concealed in 
the nooks and crannies of the British eco- 
nomic, social, and political system is a huge 
supply of available manpower which is 
largely or wholly unproductive.” More- 
over, “‘a large part of this is now absorbed in 
catering to the whims of the wealthy, and 
lacks social and economic justification ex- 
cept in terms of keeping up appearances and 
making good in the books of etiquette, and 
an even larger part exists largely because the 
work on which it is currently employed is 
badly and inefficiently conducted”’ (pp. 660- 
61). 

In characteristic fashion, when Brady 
enumerates the stagnant reservoirs of man- 
power, he cites the catering trade (763,000) 
and private domestic service (644,000, in- 
cluding, presumably, part-time housewife 
help), while omitting the civil service (ap- 
proximately 2,200,000), where white-collar 
employees alone comprise nearly 10 per cent 
of the national labor force. 


*° We might compare these pronouncements with 
the cautious observation offered by S. R. Dennison 
after a look at the more popular reorganization and 
re-equipment schemes: “If productivity and output 
are to be raised, then the first need is for a good deal 
of hard work; there are no simple formulae of 
technology or organization which can take its place. 
But that alone is not enough, and the second need is, 
I suggest, that policy should create conditions which 
not only give incentive instead of discouragement to 
work, but also allow work to be fruitful” (Lloyds 
Bank Review, January, 1949, p. 54). 
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How can this unproductive labor be made 
productive? Brady gives the “correct” an- 
swer: by manpower controls, of course. And 
he is not impressed by the attachment of the 
Labor party to liberal values at the expense 
of Socialist consistency. Commenting upon 
the government’s disinclination to lay about 
vigorously with its power of labor direction, 
he sadly observes: 

What has been done on this social sector 
has been as piecemeal, as patchy, as hesitant, 
as tentative, as disorganized and unorganized, 
and—in many respects—as amateurish [my 
italics] as have its efforts at industrial reorgani- 
zation and development for nationalized and 
non-nationalized industries alike |p. 662). 


V 


In short, I must conclude that Crisis in 
Britain, despite the wealth of information it 
contains, is grievously defective in several 
important respects and disturbing in others. 
This book, in fact, wonderfully exemplifies 
the American progressive’s predilection for 
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mixing moral! exhortation with faulty diag- 
nosis and unacceptable ethics. 

Brady’s work rests upon a premise of in- 
dustrial stagnation which is not established. 
The discrepancy in per man productivity be- 
tween the United States and Britain is 
superficially and fallaciously discussed. 
Brady’s attitude toward the planning at- 
tempted by a Socialist government with 
liberal traditions registers precisely the re- 
action of the planning mentality that any 
reader of Hayek or Jewkes could predict, 
viz., the plan is not working well, ergo, what 
the economy needs is more and better plan- 
ning. Finally, Brady is guilty of continually 
intimating that there exists some cure-all 
plan which would enable the United King- 
dom to effect a rapid improvement in her 
standard of living within the near future, 
which is, of course, nonsense. Fortunately, 
Brady’s muddleheaded Britons, in their 
reluctance to kick people around in the 
name of “planning” and “reconstruction,” 
seem dimly to perceive that it is nonsense. 





FISCAL EQUITY IN THE UNEQUAL TREATMENT OF UNEQUALS 
A SUGGESTED TEST 
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University of Arkansas 


N Two recent articles, James M. Buchanan 

has given us an outline of his intriguing ideas 
on how to achieve fiscal equity in a federal union 
in which the states differ widely in both the 
average level and the distribution of the tax- 
paying capacity of their populations.t Buchan- 
an’s ethical criterion of fiscal equity is the 
“equal treatment for equals”; and he uses as 
his objective indicator and measure of “fiscal 
treatment” the net tax or “fiscal residuum,” 
which he defines as the total of taxes paid by 
the individual taxpayer minus the total dollar 
value of the benefits he receives from the taxing 
governments. According to this “individualistic 
approach,” the full satisfaction of his ethical 
criterion of fiscal equity is objectively indicated 
by all “equals” receiving exactly equal “fiscal 
residua.’” 

Closer examination of Buchanan’s ethical 
criterion and the objective indicator of its satis- 
faction reveals that neither one provides any 
guidance in the problem of equity or fairness in 
the fiscal treatment of unequals. Moreover, that 
omission was apparently intentional, since Bu- 
chanan not only characterized any attempt at 
“an explicit formulation” of fiscal “‘justice”’ 
among unequals as “illusory” and “impossible”’; 
he also asserted that the problem of fiscal 
equity for equals could be “isolated and sepa- 
rated” from the (theoretically insoluble?) prob- 
lem of “justice” (and equity or fairness?) in the 
fiscal treatment of unequals.3 

Attempts to deal with the problem of equity 
or fairness in the fiscal treatment of unequals 
are usually guided by the (highly dubious) no- 
tion of the diminishing utility of income and the 
concepts of regression, proportion, and progres- 


**The Pure Theory of Government Finance: A 
Suggested Approach,” Journal of Political Economy, 
LVII, No. 6 (December, 1949), 496-505; ‘‘Federal- 
ism and Fiscal Equity,” American Economic Review, 
XL, No. 4 (September, 1950), 583-99. 


2‘‘Federalism and Fiscal Equity,” pp. 586, 587, 
591, 593- 
3 Ibid., pp. 586-88. 


sion. Without going so far as to agree with Bu- 
chanan’s suggestion that these last three terms 
be discarded,‘I do agree that application of these 
concepts in the context of Buchanan’s “‘individ- 
ualistic approach” is awkward and inefficient, 
because their definitions and connotations apply 
directly only to the tax side of the balance sheet 
of “fiscal treatment.” So we are still left with a 
serious gap among the tools of fiscal theory 
which Buchanan did not fill. 

The purpose of this note is to suggest the 
adoption of a new conceptual tool for use in the 
problem of fiscal justice and/or equity in the 
fiscal treatment of unequals. And my references 
to Buchanan’s proposals are intended only to 
aid me in the explanation and illustration of my 
suggestion. 

My suggestion is that we borrow from so- 
ciology the concept of “social distance” and use 
it in fiscal theory under the name “‘fiscal dis- 
tance.” In the context of the balance sheet of 
Buchanan’s “individualistic approach,” a useful 
measure of the “fiscal distance” between any 
two taxpayers would be the algebraic difference 
between the fiscal residuum of the higher- 
income taxpayer and that of the lower-income 
taxpayer, i.e., the fiscal residuum of the “richer” 
minus that of the “poorer.” In a fiscal system in 
which the fiscal residua of the richer taxpayers 
are (algebraically) greater than those of the 
poorer (as in Buchanan’s published models and 
the tables in this note), the “fiscal distance” be- 
tween any two “‘unequals”’ would simply be the 
number of dollars representing the distance be- 
tween their respective positions on an imaginary 
(vertical) fiscal residuum axis.’ 

According to the above definition of the bor- 
rowed concept, Buchanan’s criterion of fiscal 
equity would call for bringing the fiscal distance 


‘The Pure Theory of Government Finance,” 
PP- 593-4- 

5 In the case of two “equal” taxpayers, the fiscal 
distance between them is most meaningfully calcu- 
lated by subtracting the (algebraically) smaller 
residuum from the larger. 


353 








354 


between all equals to zero, i.e., putting all 
equals in the same position on the fiscal resid- 
uum axis.® 

“Fiscal distance,”’ as here defined, may be 
taken as the measure and objective indicator of 
the “unequalness”’ in the schedule of “unequal 
fiscal treatment of unequals.” And, aside from 
reducing the taxes and benefits of every tax- 
payer by the same percentage “across the 
board,” any reduction or shortening of the fiscal 
distance between any pair of unequals which 
could be brought about by fiscal adjustments 
designed to effect interpersonal transfers (of 
either tax load or benefits) would necessarily 
leave the poorer of those unequals worse off 
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The model in my Table 1 represents the 
initial fiscal situation in a federal political sys- 
tem. The model is based upon the assumption 
that each separate taxing government follows 
the principles of proportional income taxation 
and exact equality in distribution of benefits 
among its own taxpayers. This model differs 
from that used by Buchanan in having an addi- 
tional state and an additional income group 
among the taxpayers. In this table the fiscal 
treatment of taxpayers in State B is identical 
with that which all taxpayers would receive, if 
this fiscal structure were centralized under one 
government. 

In the initial situation shown in Table 1 the 
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relative to the richer than he was before the 
transfers were made. In other words, those fiscal 
adjustments which effect a net shift of the fiscal 
residuum load from the richer to the poorer of 
any two taxpayers will shorten the fiscal dis- 
tance between them and vice versa. Hence this 
borrowed concept of fiscal distance provides us 
with a simple, objective test for discrimination 
or favoritism in the fiscal treatment accorded to 
either one or any pair of taxpayers of unequal 
taxpaying capacity, under any actual or pro- 
posed changes in any fiscal structure.’ 

° This fact leaves unanswered the question of 
whether Buchanan’s criterion is implicit in the con- 
cept of fiscal distance, or vice versa. 

7In algebraic terms let D = the fiscal distance 
between any two “‘unequals”; let R = the fiscal 
residuum of the “‘richer” and ¢ = the fiscal residuum 
of the “‘poorer.” Then D = R — r. Hence 6D/8R = 
1, and 6D/ér = —1. 


source of each"government’s revenue is a 10 per 
cent income tax. And since the three states differ 
in amounts of taxable income, the level of both 
state and total benefits per taxpayer is highest 
in State A and lowest in State C. Hence the 
fiscal residua of the taxpayers in each income 
group also differ from state to state. Therefore, 
this initial situation fails to satisfy Buchanan’s 
criterion of ‘equal fiscal treatment for equals.” 

Starting from this initial situation, Buchan- 
an would effect the equalization of the fiscal 
residua of equals by interpersonal transfers (of 
either tax load or benefits) among equals.’ My 
Table 2 shows the changes which would result 
from applying Buchanan’s solution to this 
model, assuming that the transfers were effected 
through adjustments in federal taxation. 

The test of fiscal distance can be applied in 


8 “Federalism and Fiscal Equity,” p. 593. 
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several ways to the fiscal treatment accorded to 
“unequals” under Buchanan’s tax solution. For 
brevity in my illustration, I shall apply it only 
to the average changes in the fiscal distances be- 
tween taxpayers in the different income groups. 

As compared with the initial situation, Table 
2 shows the average changes in the fiscal residua 
of the $10,000 group as $75 in State A, —$150 in 
State B, and $o for the nation; those for the 
$5,000 group are $225 in State A, $o in State B, 
—$225 in State C, and $o for the nation; and 
those for the $1,000 group are $300 in State A, 
$75 in State B, —$1s5o0 in State C, and $0 for the 
nation. Subtracting the average changes in-the 
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fiscal residua of lower- from those of higher- 
income groups gives the following results: (1) 
The adjustments produced no changes in aver- 
age fiscal distances in the nation taken as a 
whole; (2) the average fiscal distance between 
the $10,000 and the $5,000 groups was shortened 
by $150 in State A and also in State B; (3) that 
between the $10,000 and the $1,000 groups was 
shortened by $225 in State A and also in State B; 
(4) that between the $5,coo and the $1,000 
groups was shortened by $75 in each of the three 
states. 

In terms of the “unequal fiscal treatment of 
unequals,” these changes in averages of fiscal 
distance mean that, in achieving his objective of 
equalizing the fiscal residua of all equals, Bu- 
chanan’s solution would leave the “‘poorer”’ tax- 
payers worse off relative to the “richer” tax- 
payers within each state than they were before 
the adjustments were made. The calculations 
show that observation to be true, even though 
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Buchanan’s solution would not change the rela- 
tive sizes of the total fiscal residuum load borne 
by each income group in the nation taken as a 
whole. Thus, in not disturbing the injustice or 
inequity of the fiscal treatment accorded to the 
different income groups in the federal system, he 
succeeded in making the poorer taxpayers worse 
off relative to the richer in every state. And this 
result of his solution is clearly and objectively 
revealed by means of the test of fiscal distance.° 

Table 3 is designed as the basis for a final 
illustration of the usefulness of the concept of 
fiscal distance. It is assumed that nothing is 
known about the initial fiscal situation except 
the number, location, and incomes of the tax- 
payers as shown in Table 1. Starting with that 
information, Table 3 shows the changes that 
could be anticipated from the payment of fed- 
eral grants-in-aid of $900 and $1,800 to States B 
and C respectively. The states are assumed to 
use their grants to raise the levels of their state 
services to equality with that of State A. The 
grants are financed by a new federal tax of $225 


TABLE 3 
D SOLUTION 


Change in 
Fiscal 
Residuum 


Change in | 


| 

Tax | a 
Taxpayer | 

| Received 


Change i ala 
Payment | 


| 
| 
| 


§ $ $ 225 
225 
225 
225 


NN 


NNN NHN WW NN WW 
oooo°o 





Pee > >>> 


PWRHHEWHHEWHEA 
ouMMNNON 


° 


Pi 





AAAS 


MMMM VnMoauwnuvuwn 
° 


NNN NHN WD WD 
Se ee 
UuUMuun we ww 


QO 
° 


| 
| 
| 
| 


levied on each taxpayer, regardless of income. 
Now let us see how these fiscal adjustments 
could be appraised on the basis of the fiscal con- 
cepts mentioned in this note. 


9 One of the curious by-products of Buchanan’s 
solution is the effect on the disposable personal in- 
comes of the poorer taxpayers in the different states 
In the initial situation in Table 1, the disposable in- 
come of each $1,000-income taxpayer was $800 in 
all states. Buchanan’s solution would change those 
disposable incomes to $500 in State A, $725 in 
State B, and $950 in State C. And if more poor 
taxpayers were added to State C or more ‘‘poor 
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No special concept or test is needed for pre- 
dicting that $900 of disposable personal income 
would be transferred from State A to State C, 
where it would show up in higher benefits for all 
taxpayers in that poor state. And, since the poor 
taxpayers are more numerous in State C than in 
State A, no special concept is needed to predict 
that these changes will leave the poor in State C 
better off in real income relative to all tax- 
payers in State A than they were before the 
adjustments were made.'® 

Any attempt to apply the concepts of regres- 
sion, proportion, and progression to the changes 
in Table 3 is likely to produce more obscurity 
than illumination. It can easily be seen that the 
new federal tax would be extremely “regressive” 
in relation to the taxpayers’ incomes; but that 
observation tells us nothing about whether the 
poorer taxpayers as a whole, or on the average, 
would be left better or worse off relative to the 
richer taxpayers than they were before the 
changes were introduced." 

If we try to apply Buchanan’s criterion to 
the changes shown in the fiscal residuum column 
of Table 3, we are blocked by a lack of informa- 
tion on the initial fiscal structure. We can 
merely guess about whether or not the changes 
wou!d move the whole fiscal structure closer to 
conformity with Buchanan’s criterion of “equal 
fiscal treatment for equals.’’? 


states’ added to the model, the disposable income 
of the poor taxpayer in the richest state would ap- 
proach zero, under Buchanan’s solution. To de- 
scribe the production of such great differentials in 
the disposable incomes of the poor ‘‘equals” as 
“equal fiscal treatment for equals” must surely im- 
ply that poor taxpayers are (or ought to be) com- 
pletely indifferent as to the relative proportions of 
disposable income and governmental benefits in their 
total incomes. Here is a point which needs to be 
clarified in Buchanan’s “‘individualistic approach.” 


‘© This would necessarily follow, regardless of 
the ‘‘weight” given to $1.00 worth of benefits as 
compared with $1.00 in disposable income, because 
the disposable incomes of every taxpayer would be 
reduced by the same $225.00. 


™ If the grants-in-aid were financed by revenue 
liberated through a $225 reduction in the value of 
federal benefits provided for each taxpayer, the 
effects on the fiscal residuum column would be 
identical with those shown in Table 3; but no outcry 
against ‘‘regressive taxation” would be anticipated. 


"2 Tf all equals had the same value of fiscal residu- 
um in the initial situation, the changes shown in 
Table 3 would disrupt that equality. If they did 
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Now let us see what the test of “fiscal dis- 
tance” can reveal about the changes shown in 
Table 3. First, this test shows that no changes 
in the fiscal distances between unequals within 
each state would be produced by the new tax 
and grants-in-aid program. Each taxpayer in 
State A would have his fiscal residuum raised by 
$225; no changes in fiscal residua would occur in 
State B, while each taxpayer in State C would 
have his fiscal residuum reduced by $225. There- 
fore, unlike the fiscal adjustments recommended 
by Buchanan, the fiscal changes in Table 3 
would not discriminate against either rich or 
poor within any state, in terms of shifts in the 
fiscal residuum load. 

Second, taking the nation as a whole, the 
test shows that the fiscal residua of tax- 
payers in the $10,000-, $5,000-, and $1,000- 
income groups would be changed on the average 
by $150, $0, and —$75, respectively. Subtract- 
ing these changes shows that the average fiscal 
distances between the income groups would be 
increased or lengthened, by $150 between the 
$10,000 and $5,000 groups, by $225 between the 
$10,000 and $1,000 groups, and by $75 between 
the $5,000 and $1,000 groups. These results 
mean that the fiscal changes illustrated in Table 
3 would leave the poorer taxpayers in the nation 
better off on the average, relative to the richer 
taxpayers, than they were before the changes 
were made, regardless of the nature of the initial 
fiscal structure. Thus the test of fiscal distance 
provides a convenient means for distinguishing 
between alternative fiscal adjustments on the 
basis of predictable differences in their effects 
on the “unequalness” in the fiscal treatment of 
unequals. 

This test also provides a convenient basis for 
isolating those fiscal adjustments which would 
produce identical changes in the unequal treat- 
ment of unequals, regardless of their significant 
differences in other respects. For example, if the 
taxpayers in Table 1 were all brought under one 
centralized taxing and spending government, 
which levied a 20 per cent “proportional” in- 
come tax and distributed its benefits equally 
among all taxpayers, then the taxpayers in all 
three states would be receiving the kind of fiscal 
treatment that is accorded to those in State B in 
Table 1. Such fiscal treatment would constitute 


not all have equal fiscal residua initially, then we 
could only guess about whether these adjustments 
would reduce the differences between their fiscal 
residua or not. 
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a perfect implementation of the principle of 
“equal fiscal treatment for equals.” Not only 
would all equals then have the same fiscal resid- 
ua; they would all have exactly equal taxes, 
benefits, and disposable personal incomes. That 
centralized fiscal structure would be signifi- 
cantly different from that which would result 
from correcting the fiscal treatment in Table 1 
by the changes shown in Table 3; yet both these 
modifications of the initial situation would pro- 
duce identical changes in the distribution of the 
fiscal residuum load among unequals.3 

In conclusion, I wish to point out the prin- 
cipal theoretical weakness of the measure of 
fiscal distance used in this note (i.e., the alge- 
braic difference between two fiscal residua). 
This measure has the same theoretical defect as 
that of Buchanan’s measure of a taxpayer’s 
fiscal residuum, namely, the limited validity of 
treating the “tax dollar” and the “benefit dol- 
lar’’ as identical units of account. This account- 


‘If the grants-in-aid program in Table 3 were 
financed by revenue liberated through a $225 cut in 
the cost of the federal benefits provided for each 
taxpayer and if the initial situation in Table 1 were 
corrected accordingly, then the resulting fiscal 
treatment accorded to every taxpayer would be 
identical with that under the centralized fiscal 
structure described above, except for the relative 
proportions of federal and state benefits. 
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ing practice rests upon the implicit assumption 
that any tax dollar and any benefit dollar have 
equal “weight” in respect to the real income of 
any taxpayer. And, since the benefits are “‘val- 
ued” at their cost in dollars of public expendi- 
ture and since every dollar of taxes paid by an 
individual is one dollar less for his disposable 
personal income, that implicit assumption could 
be valid only within narrow limits." 


"4 This theoretical weakness has little practical 
effect on the calculation of changes in fiscal distances. 
Even if it be held that tax dollars and benefit dollars 
are such different units of account that they cannot 
be subtracted ‘‘at par” in computing fiscal residua, 
changes in fiscal distances could be calculated direct- 
ly from the tax payments and benefits columns. 
Aside from the signs on the two sides being opposite 
in significance (a megative change in the difference 
between the respective amounts of benefits re- 
ceived by the unequals would be favorable to the 
poorer), there would be no practical difference 
between this method of calculating changes in fiscal 
distances and the method used in this note, except 
in very unusual cases. For example, the fiscal ad- 
justments shown in Table 3 would change the fiscal 
distance between A-1 and C-4 by $450 (if the change 
is measured by subtracting the changes in their 
fiscal residua) and by ‘‘$o in taxes and—$450 in 
benefits” (if the change is measured by subtracting 
the changes in their tax payments and benefits 
separately). Thus both these measurements give 
the same amount of change in favor of C-4. 
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HE concept “fiscal distance,” asdeveloped by 

Mr. Jenkins, must be considered primarily 
as a tool designed to facilitate the measurement 
or estimation of the relative fiscai positions of 
unequals. I shall not discuss the general useful- 
ness of the concept for this stated purpose, 
which is supplementary to those for which the 
“equal treatment for equals” criterion was uti- 
lized. However, since Jenkins has chosen my 
work to illustrate the application of his ideas, 
brief comment on my part is necessary. Jenkins 
has interpreted my analysis in a way favorable 
to his emphasis of certain points. This interpre- 
tation is incorrect in certain respects and the 
implications drawn are not those intended. 

My reason for making a sharp distinction be- 
tween “equal treatment for equals” and “un- 
equal treatment for unequals” in application to 
the fiscal problem of federalism was methodo- 
logical. Admittedly, these two aspects are never 
distinct in matters of policy. It is, however, es- 
sential that they be considered separately for 
purposes of clear analysis. The failure to make 
such an analytical distinction has been the basis 
of much fallacious reasoning, especially in dis- 
cussions of this particular problem. I sought to 
prove that the fiscal problem of a federal state 
can be conceptually solved by the use of the 
“equal treatment for equals” criterion alone, 
without resort to the exceedingly more difficult 
and controversial principles concerning relative 
treatment of unequals. 

Jenkins interprets the type of transfers indi- 
cated in my simplified arithmetical model as 
specific proposals for fiscal adjustment policy. 
They were intended merely as illustrative re- 
sults of an analysis designed to prove that a 
conceptual separation of the treatment of 
“equals” from that of “unequals” was possible 
and that a determinate solution to the fiscal 
problem of federalism could be achieved by 
utilization of the former alone. In attempting to 
show this, I deliberately ruled out any change in 
the total amount of real income redistribution 
among income groups accomplished by the fiscal 


structure. I did not intend to leave the impres- 
sion that attainment of “equity” could not, or 
should not, be accompanied by changes in the 
redistributiveness of the total fiscal system, if 
such changes are considered desirable. 

With this restriction placed upon the model, 
the existing redistributiveness of the total fiscal 
system must be preserved after any series of 
transfers. It follows that such transfers must be 
among “equals” or within income groups rather 
than among income groups. This being the 
case, there must be a shortening of “average 
fiscal distance’? among individual unequals 
within states. This can best be shown by a 
simple example. Assume all equals are treated 
equally except the richest group in each state. 
If there are two states which differ in average 
income, then it follows that the high-income- 
state rich are treated better fiscalwise than the 
low-income-state rich. A transfer from the high- 
income-state rich to the low-income-state rich 
will make the latter group (or individuals within 
the group) better off relative to the poor in the 
state. This is offset by making the rich in the 
high-income state worse off relative to the poor 
in that state. Among the high-income groups 
and the low-income groups there obviously can 
be no net change in “‘fiscal distance,” a shorten- 
ing in one state being exactly offset by a 
lengthening in the other. Jenkins’ shortening of 
average fiscal distance occurs only among indi- 
viduals, not among income groups. A transfer 
from the high-income-state rich to the low- 
income-state rich will shorten average fiscal 
distance solely because there are relatively more 
in the first group than in the second. And this is 
a necessary condition for per capita income dif- 
ferences among states. Similar results would be 
indicated by other more complicated examples. 
In more realistic terms, transfers of the sort in- 
dicated could reduce social services and increase 
property taxes in California, and in Mississippi 
reduce property taxes and increase social serv- 
ices. But, since there are relatively more high- 
income property taxpayers in California and 
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relatively more low-income social service bene- 
ficiaries in Mississippi, average fiscal distance 
will be shortened in either one or both states. 

The shortening of average fiscal distances 
among individual unequals within states is a 
condition, therefore, imposed by the restriction 
placed upon my model. Jenkins’ alternative 
proposal violates this restriction (see his Table 
3). He proposes to collect a tax of $225 from 
each citizen and to transfer the proceeds to the 
low-income-state citizens. But in this type of 
transfer he changes the amount of redistribu- 
tion among income groups carried out by the 
total system. For he proposes to collect $1,350 
from the $1,c0oo-income group and return 
$1,800 to this group in benefits. So, while he 
maintains equality of fiscal distances within 
states, he becomes involved in the whole prob- 
lem of the relative treatment of unequals which 
I purported specifically to avoid. 

The most that this “fiscal distance” applica- 
tion to my analysis might indicate is that in any 
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question of public policy an attempted isolation 
of the “equity” aspects would itself create new 
and serious problems. I agree. Fiscal adjust- 
ments among states must necessarily be based 
upon several objectives, none of which may be 
fully achieved without conflict with others. The 
achievement of “equal treatment for equals’”’ is 
a fundamental objective for all fiscal policy and 
has been overlooked in discussions of the fiscal 
problem of federalism. Despite his statement 
that “fiscal distance” is presented as a “‘con- 
ceptual tool” only, Jenkins employs it to justify 
the maintenance of fiscal status quo among in 

come groups within states. This preservation of 
“average fiscal distance’ (or its lengthening) 
within states may well be a legitimate alterna- 
tive objective for adjustment policy. It does 
not, however, rest upon the same ethical base as 
“‘equal treatment for equals’’; and, in my opin- 
ion, Jenkins has overestimated its importance, 
especially in a highly integrated national econ- 
omy. 
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Imperialism and Social Classes. By JosEPu 
ScHUMPETER. Translated by HEINZ NoRDEN. 
Edited with an Introduction by Pavi M. 
Sweezy. New York: Augustus M. Kelley, 
Inc., 1951. Pp. xxv+221. $3.00. 

This book contains in English translation 
two long essays which appeared originally in 
1919 and 1927 in the Archio fiir Sosialwissen- 
schaft. Since both essays have been available to 
students of the social sciences for some time, 
since they originally appeared in a journal whose 
seriousness and authority are unquestioned, and 
since their author was an economist of interna- 
tional reputation, it cannot be doubted that 
the contribution made by Schumpeter in these 
two articles has found its way into later works 
on these problems. Rather than write a review 
of the book, it appears therefore proper to ap- 
praise the influence of Schumpeter’s work on 
imperialism and social classes from the vantage 
point of the present and to examine how well the 
theories expressed by him roughly a quarter of a 
century ago stand up in the light of more recent 
history and research. 

But first I wish to express my admiration for 
the skill with which Mr. Norden has rendered 
the often difficult and grammatically complex 
German text into readable, clear, lucid English. 
Mr. Sweezy has contributed a short introduc- 
tion which gives in a brief space the necessary 
data on the essays and a restrained and yet 
highly sympathetic appraisal of the author and 
his over-all contribution to social science. In 
many ways this book is the most appropriate 
memorial to Schumpeter that has so far been 
published. 

Of the two essays contained in this book, the 
first is by far the more stimulating and challeng- 
ing. Its full title is ““The Sociology of Imperial- 
isms.”’ Although Schumpeter does not especially 
indicate this, he has at least two forms of im- 
perialism in mind: one relating to periods ante- 
cedent to full-blown capitalism, when sheer 
“objectless” military expansionism, carried by a 
class of warriors, is an instrumental aspect of a 
culture, and one relating to economically ration- 
al capitalism, when this objectless expansionism 
has become atavistic. The first form of im- 


perialism is characterized by the history of such 
peoples as the Egyptians, Persians, and Assyri- 
ans in antiquity or the Arabs under the early 
caliphs; the second type is the imperialism of 
modern economically highly developed nations. 
It is this second type of imperialism which had 
been examined by Hobson, Hilferding, Luxem- 
burg, and others; although several of these au- 
thors present different theories of imperialism, 
they all agree that it is an outgrowth of the 
“highest stage of capitalism.” 

Schumpeter’s dictum that modern imperial- 
ism is an atavism, therefore, might be regarded 
as a flat negation of the Neo-Marxian theory. 
But the conflict is even deeper. Whereas in the 
Neo-Marxian analysis imperialism is an out- 
growth of the interplay of economic forces under 
capitalism, Schumpeter not only regards im- 
perialism as essentially unrelated to any particu- 
lar form of social-economic organization but 
considers it to lack any assignable “rational” 
motivation. In fact, he characterizes imperial- 
ism in its pure form as an objectless expansion- 
ism carried by a warrior class, or by a whole 
people turned into a war machine, which had to 
make war as a justification of its existence. Such 
imperialism is found in all ages of mankind and 
can, indeed, be discovered in much purer and 
more unadulterated form in the early empires 
of the ancient Orient than in the modern West, 
where the lust to expansion is rationalized and 
excused as a policy of preserving rather than 
disturbing an existing international equilibrium. 

In evaluating Schumpeter’s theory, we must 
guard against a purely terminological problem. 
It has become fashionable in the last forty 
years, notably among historians, to designate 
any policy of expansionism as imperialistic. In 
consequence, books were written on Macedoni- 
an or Roman imperialisms which described 
simply a policy of empire-building. This prac- 
tice has been criticized by Professor Langer, 
who regards “imperialism” as a term designat- 
ing a certain period in modern history and who 
rejects sociological interpretations of the phe- 
nomenon as irrelevant for the historian.* Al- 


*See William L. Langer, The Diplomacy of Im- 
perialism (New York: Alfred A. Knopf, 1935), I, 
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though Schumpeter uses historical incidents as 
his raw material, he is interested not in describ- 
ing historical periods but in explaining a social 
phenomenon. He accepts the terminology which 
Hobson and the Neo-Marxians popularized, but 
he attempts to provide a different explanation 
from theirs. In this sense, the early purer and 
the more recent “atavistic’”’ imperialisms are of 
one kind. The plural “imperialisms”’ is justified 
not because there exist different sets of causal 
factors determining imperialist policy but be- 
cause the over-all social environment changes 
from one in which objectless expansion by war 
is the “‘natural’’ form of social dynamics to one 
in which this has become an essentially un- 
necessary atavism. 

Schumpeter’s theory can be examined from 
two angles. Is his historical reconstruction of the 
periodic rise of peoples engaged in expansion for 
its own sake correct, and does his theory provide 
an adequate explanation for the imperialist tend- 
encies in the present world? I shall select for 
examination two examples of imperialism in its 
purer form which Schumpeter cites, the ex- 
amples of the ancient Egyptians and the ancient 
Persians. The first instance refers to the building 
of an empire under the Eighteenth Dynasty 
which came to power after the expulsion of the 
Hyksos. Schumpeter argues that the war of lib- 
eration from the Hyksos had created a warrior 
class under the centralized authority of the 
king. “This new social and political organiza- 
tion was essentially a war machine. Only in war 
could it find an outlet and maintain its do- 
mestic position. . . . Its external orientation was 
war and war alone. ... To take the field was a 
matter of course, the reasons for doing so were 
of subordinate importance. . . . / A will for broad 
conquest without tangible limits, for the capture 
of positions that were manifestly untenable— 
this was typical imperialism” (p. 33). 

There is no question that the successors of 
Aahmes I built an empire. But a real expansion- 
ist policy did not begin until roughly a hundred 
years after the expulsion of the Hyksos; and in 
the intervening period Egypt had years of in- 
tense internal progress, with few or no foreign 


67-70. In his Introduction, Mr. Sweezy mentions 
that, apart from E. M. Winslow, no Anglo-American 
scholar of note has paid serious attention to Schum- 
peter’s work. Langer does discuss Schumpeter’s 
thesis, although very briefly. Schumpeter’s theory 
also exercised an important influence on the work of 
Walter Sulzbach. 
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wars. Moreover, the objective of Egyptian ex- 
pansion in the south and northeast can easily be 
interpreted as an attempt to establish secure 
frontier settlements or surrounding marchs de- 
signed to improve the internal security of the 
kingdom. Napata in the Sudan was a walled 
city which controlled the approaches to Egypt 
and Nubia; Palestine, Syria, and the adjacent 
lands were a buffer region, the political control 
of which was made necessary by the openness 
of the Egyptian frontier toward Asia and the 
danger of invasion by a ruler who could combine 
the scattered Semitic tribes of that region under 
his power. Finally, this policy of securing the 
frontiers of the realm was not new. Attempts to 
build a cordon sanitaire around Egypt had been 
undertaken earlier, notably under the Twelfth 
Dynasty.? 

The event that made Egyptian expansion 
successful under the Eighteenth Dynasty was 
not just the formation of a special] warrior class 
but a social revolution of more far-reaching 
character: the replaceimei: of a quasi-feudal so- 
ciety by a centralized society under the control 
of a well-organized and smoothly functioning 
bureaucracy. This implied reorganization and 
consequent increased production of agriculture. 
It also implied a way of efficiently concentrating 
the resources of the country for the purposes of 
the king, and it created the material basis on 
which the expansionist efforts would be or- 
ganized and sustained. Military expansion can 
thus be regarded not as an end in itself but as a 
rational policy emerging from a change in the 
pattern of production relations. 

Just as in Egypt, the expansionism of the 
Persians, beginning with Cyrus,? had its original 
impetus in very definite considerations of se- 
curity. Cyrus’ wars against the Lydians and the 
Babylonians were motivated by his justified 


*See John A. Wilson, The Burden of Egypt (Chi- 
cago: University of Chicago Press, 1951), pp. 173 ff. 

3 Mr. Sweezy says in his Introduction that he left 
the ancient names unchanged except “‘in a few cases 
where a historical personality is well known to read- 
ers” under his Anglicized name (p. xxi). It is difficult 
to see why he let Kurush II (p. 36) and Tuklatt-pal- 
fsharra (p. 40) stand in this form, since both names 
occur in the Bible as Cyrus (e.g., Ezra 1:7) and 
Tiglath-pileser (e.g., II Kings 15: 29). Good editorial 
practice would have called either for a complete 
change or no change of spelling. The former would 
have been preferable, since the use of ancient forms 
in this study was an affectation on the part of 
Schumpeter, and his memory is not well served by 
pointing it up. 
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fear that his realm was threatened by them, and 
his exploits in Bactria and neighboring regions 
were efforts to establish a stronger frontier 
against the marauding nomads from Central 
Asia. There is some evidence to suggest that the 
Persians acquired an empire no less in a fit of 
absent-mindedness than did the English some 
twenty-four centuries later. Here, as in the case 
of the Egyptians, it could be shown not that ex- 
pansion was motivated by the workings of a 
warrior class isolated from all other social strata 
but that it was made possible by technological 
and economic changes as well as the develop- 
ment of administrative and organizational skills 
which had their ultimate basis in changes of the 
production relations.¢ 

Lack of space forbids a closer analysis of oth- 
er instances given by Schumpeter; detailed his- 
torical study would reveal that his results must 
be modified in these cases also. Moreover, his 
distinction between imperialist warrior peoples 
and peaceful peasant peoples, such as the Chi- 
nese or Slavs, seems to be unsupported by his- 
torical evidence. Perhaps, because of these diffi- 
culties, Schumpeter rejected his theory of im- 
perialism later and appears to have regarded the 
theory of “social imperialism” as more valid 
(see Sweezy’s Introduction, p. xvi). 

In conclusion, I want to examine briefly this 
theory, especially with a view of its applicability 
to the present. Since 1919, when Schumpeter’s 
study of imperialism first appeared, the develop- 
ment of military technology and the intensifica- 
tion of the use and impact of the means of mass 
communication have created sociai conditions 
which may have made the re-examination of his 
earlier theory of imperialism desirable. The chief 
characteristic of modern war is not only its de- 
structiveness but, from a sociological stand- 
point, above all, its all-embracing “total”’ na- 
ture. Whereas earlier wars were often the affairs 
of special groups or classes, modern wars require 
mass participation. And if Schumpeter could 
write in 1919 that “a people’s imperialism is to- 


4See Clément Huart, Ancient Persia and Iranian 
Civilisation (New York: Alfred A. Knopf, 1927), 
pp. 38 ff. See especially Huart’s remarks on the 
strides made in military technology and organiza- 
tion, as well as on the international! relations of the 
Medes under Cyaxares, one of Cyrus’ predecessors. 
The rise of Lydia, Persia, and Assyria is often asso- 
ciated with the transition from the Bronze to the 
Iron Age (cf. Gordon Child, What Happened in His- 
tory [New York: Penguin Books, Inc., 1946], pp. 177 
ff.). 
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day an impossibility” (p. 115 n.), the rise of 
naziism may have caused him to revise this 
view.5 For in order to gain the participation of 
the masses, policy objective must be so stated as 
to evoke an emotional response in the people. A 
war, hot or cold, must be, or at least appear as, 
an ideological combat; its slogans must be 
stated in terms of real or pretended conflict with 
the most cherished values of a people. 

The theory of social imperialism which makes 
an entire people the carrier of the imperialist 
idea can, in part, be derived from Schumpeter’s 
theory of 1919. But in part it can also be recon- 
ciled with the rival Neo-Marxian theory. For 
the people as a mass are, as Schumpeter pointed 
out, never imperialistic by themselves, especially 
in a modern nation with a class structure charac- 
teristic of capitalism. They must be induced to 
accept the imperialist objectives of their lead- 
ers by political propaganda and persuasion. So- 
cial imperialism implies, therefore, an aggressive 
foreign policy in which a ruling group (a social 
class or bureaucratic elite) is capable of engag- 
ing the entire population of a country in the 
selfish struggles for aggrandizement of power of 
that ruling group on an international scale. It 
can do this because it holds the leading posts in 
the government, because it commands the key 
positions in the economic system of a country, 
and because it exercises a thoroughgoing control 
over the mass media of communication: the 
press, the radio, the movies, and the schools. 

If this theory is accepted, it becomes impor- 
tant to identify the character of that elite group 
capable of manipulating the masses. The degree 
of openness of that elite, the rigidity with which 
it excludes newcomers, and the effectiveness 
with which it maintains a monopoly of power— 
all these are empirical problems which have to 
be examined in each particular case. In this con- 
nection, Schumpeter’s second essay in this vol- 
ume on social classes becomes relevant. His 
ideas on social classes are not so original as those 
on imperialism. This essay deals primarily with 
the problem of rigidity of class structure and the 
conditions of mobility in the social scale. Ap- 
plied to the theory of social imperialism, Schum- 
peter’s theory of social classes outlines a set of 
considerations on the basis of which the breadth, 
openness, and degree of rigidity of the elite can 


5 Even partisans of the Neo-Marxian theory of 
imperialism arrived at the conclusion that under to- 
talitarianism a people’s imperialism may originate 
(see Oscar Lange, “What Peace for Germany?” 
Nation, CLIX [1944], 793-95). 
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be estimated. In this sense the two essays com- 
plete one another. 

It should be noted that the theory of social 
imperialism shares with Schumpeter’s theory of 
1919 the characteristic of being applicable to 
nations with a noncapitalist social economy. 
The theory appears particularly suited for to- 
talitarian imperialism of a Nazi or of a Soviet 
brand. But it can also be applied to the foreign 
policy of democratic countries, in which a rela- 
tively small and fairly homogeneous socioeco- 
nomic group composes the political, economic, 
and communications elite. Although extensive 
empirical verification is not available, I believe 
that the United States could be shown to pre- 
sent such a case. 

Schumpeter’s theory of social imperialism is 
opposed to the conclusion to which his earlier 
views had been developed by some of his 
epigones. Schumpeter’s theory of imperialism 
has received little explicit treatment in Anglo- 
American writing, and that of Walter Sulzbach 
has received even less. Yet Sulzbach, starting 
from Schumpeter’s theory of 1919, has devel- 
oped the view that the imperialism of modern 
capitalist countries can be regarded as an out- 
flow of the policies of military and political 
leaders who, pretending to represent the vital 
national interests of their peoples, are using en- 
trepreneurs and foreign investors as pawns in or- 
der to justify their policy of aggression.® Super- 
ficially Sulzbach’s argument sounds like an alter- 
native statement of the theory of social imperi- 
alism. But in truth it is a reversal of this theory 
as well as of the Neo-Marxist theory, which it 
was primarily designed to refute. For Sulzbach 
distinguishes sharply between the political elite 
and the business leaders and stipulates antago- 
nistic interests of the two, whereas the theory of 
social imperialism—at least as applied to a capi- 
talist country—tends to fuse the two groups as 
. belonging to the same “social class.” It is doubt- 
ful whether Sulzbach’s theory holds for the ma- 
jor countries even during the nineteenth cen- 
tury; there is no doubt whatever that it is inap- 
plicable to the imperialist policies of modern 
totalitarian states. 

The final resolution of these conflicts must 
await, however, more empirical evidence than 
has been adduced so far by either side. It may be 
hoped that the reissue of Schumpeter’s essay in 


®See Walter Sulzbach, Nationales Gemein- 
schaftsgeftihl und wirtschaftliches Interesse (Liepzig, 
1929), and “Capitalist Warmongers”’ (Chicago: Uni- 
versity of Chicago Press, 1936). 
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English will serve as a stimulus for the initiation 
of further research in order to test the various 
alternative hypotheses. In the present age, in 
which imperialist conflicts loom so large, a more 
urgent and important topic of study could 
scarcely be imagined. 

Bert F. Hose.irz 
University of Chicago 


The Nineteen-fifties Come First. By Epwin G. 
Nourse. New York: Henry Holt & Co., 
1951. Pp. 184. $2.00. 

The former chairman of the Council of Eco- 
nomic Advisers has given us neither a technical 
opus for the economist nor a polemic against the 
persons and policies responsiblé for his resigna- 
tion from the Council. The ten chapters are re- 
visions of public lectures for educated but un- 
trained audiences. The tone throughout is one 
of quiet restraint, with “things unknown pro- 
posed as things forgot,” quite as though both 
Mr. Keyserling and Senator Byrd were expected 
to agree at once with the gist of Dr. Nourse’s 
message. Only in the final chapter does the mask 
of urbanity slip a little at one corner, as we note 
(p. 171) “the danger of coalition of political 
laborism and political agrarianism back of a 
captive party addicted to inflation as a way of 
life’’; the “captive party’’ must be identified by 
the reader. 

The Nineteen-fifties Come First, says Nourse, 
meaning specifically that they come before 
Nineteen Eighty-four. The author’s great fear is 
of three great pressure groups—agriculture, 
business, and labor—bringing on an accelerating 
secular inflation. This in turn will either wreck 
the American economy or force it into a perma- 
nent strait jacket of direct controls which will 
imperil personal and political freedoms along 
with the economic ones. A secondary villain in 
the piece is the willingness of the Administration 
to use deficit financing as a cure-all whenever 
unemployment threatens, regardless of what- 
ever structural maladjustments may have 
caused the unemployment and regardless of the 
longer-run consequences of the budgetary polli- 
cy. (Opposition to this secondary villain cost 
Nourse his job in 1949.) The chapter in which it 
is attacked, bearing the title “Was 1950 Our 
Lost Weekend?” is the most direct and forth- 
right in the book. 

Nourse is entirely right in his disapproval of 
recent policies of the Council of Economic Ad- 
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visers, at least in my opinion. His fault, if any, 
lies in disagreeing insufficiently! And one may 
doubt whether his own position, despite the 
reasonableness of its presentation, is really 
greatly preferable. 

Nourse seems to have given away entirely 
too many high cards to “dat ole debbil inflation” 
for his own hortatory restraints to have much 
real chance of functioning. First and foremost, 
he accepts the “Full Employment at Whatever 
Cost” philosophy of the Employment Act of 
1946; the “Spirit of ’46’”’ is compared with the 
“Spirit of ’76” (pp. 6-7), and the same tone is 
maintained throughout. (How can we expect to 
hold price-gougers in line by pious preachments 
if at the same time we guarantee the market for 
their products or their labor? The Chinese epi- 
thet “paper tiger’? comes uncomfortably to 
mind.) Second, he accepts the present “pressure 
economy”’ in largely its present form as being 
the best of all possible worlds. The free market 
is a cloud-cuckoo land which never existed 
(pp. 91-92). Nowhere is there mention of anti- 
trust or Federal Trade Commission activities as 
means of holding malefactors in line. There is 
even a good word (p. 33) for “farm parity.” 
That singularly indigestible concoction of the 
pressure-cooker, “skilfully computed and con- 
scientiously applied, is an ideal or objective 
fully in line with sound economic thinking.” 
Third, our author holds a theory of tax shifting 
and incidence by which all taxes are reflected in 
higher consumer prices, which makes him un- 
duly willing to discard tax increases as measures 
of inflationary control (p. 136). 

With no threat of unemployment, with anti- 
trust policy left in its present debilitated state, 
and with anti-inflationary taxation written off in 
advance, what lances does Nourse propose to tilt 
against the panzer divisions of secular inflation? 
There are two of them—a major lance and a 
minor lance. The major lance is “social re- 
sponsibility” or “voluntary controls’? by the 
pressure groups themselves, and the minor 
lance is economy in government expenditures, 
including the military. (Nourse approves, in 
addition [p. 82], the exercise of credit controls by 
the Federal Reserve System in the autumn of 
1950 but suggests no increases in its power 
along these lines.) 

In a never-never economy in which all major 
economic blocs were satisfied with their rela- 
tive shares of the economic pie, Nourse’s volun- 
tary “standstill agreements’ on wages and 
prices (p. 180) might be effective more than 
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momentarily in forestalling the consequences of 
guaranteed full employment. The requisite 
change in people’s customary economic behavior 
might not be hopelessly great. But this is pie in 
the sky and not pie in America, where the raison 
@’étre of the agricultural and labor pressure 
groups at least has been precisely to shift the dis- 
tribution of income in their favor by raising their 
money earnings. In America, Nourse appears to 
be chasing leopards with spot-remover, which, 
to mix metaphors, seems to me a wild-goose 
chase. It is interesting to note that the most en- 
couraging signs of ‘‘New Enlightenment” which 
Nourse finds (p. 67) among American pressure 
groups are found in business and management 
circles, which have been on the defensive for 
nearly twenty years. Even here, individual 
businessmen’s actions since the present inflation 
began its first pre-Korea flurries have not coin- 
cided with the “‘social responsibility”’ sermoniz- 
ing of the Chamber of Commerce or the Com- 
mittee for Economic Development. 

As for “economy in government” as a solu- 
tion for inflation, it is simply a boy assigned to 
a man’s job. To be careful with the stamps and 
stationery works in the right direction, but 
quantitatively there are not enough stamps and 
stationery to stand up against a full-blowing in- 
flationary blast. The paring of military ex- 
penditures is of course in a class apart from 
stamps and stationery, but here the problem is 
one of trimming “fat” without “muscle’’ de- 
spite all efforts of the Pentagon to homogenize 
fat and muscle too completely for any mere ci- 
vilian to separate them. We should not forget 
the role of Secretary Johnson’s defense economy 
ax in cutting down postwar inflation in 1948-49, 
together with its consequences on the inter- 
national scene in 1950 and thereafter. 


M. BRONFENBRENNER 
University of Wisconsin 


Planning in Practice. By Ety Devons. London: 
Cambridge University Press, 1950. Pp. viii+ 
231. $3.00. 


In the Preface to this slender volume, deal- 
ing with the planning of aircraft production 
during World War II by the British Ministry of 
Aircraft Production, Professor Devons announc- 
es that he is confining himself to explaining 
MAP’s planning activities as a system. To 
achieve this aim, he has written a series of brief 





BOOK REVIEWS 365 


essays on the efficacy and shortcomings of cer- 
tain significant aspects of this system, gained 
from his experiences as a wartime employee of 
the MAP. 

To anyone associated with the planning of 
aircraft production in the United States during 
World War II, the similarity in problems is 
striking. In both countries the planners recog- 
nized that development of a document, con- 
taining projected monthly aircraft deliveries, 
was imperative to form the basis of the over-all 
planning program including components and re- 
sources. Probably the most persistent obstacle 
to formulation of such a program was the 
inability of the Air Ministry and Admiralty ir 
Great Britain and the Joint Chiefs of Staff in 
this country to agree upon the minimum air- 
craft requirements essential] for military victory. 
Lacking official requirements, planners in both 
countries often had to proceed on the basis of 
internal decisions derived from their own judg- 
ments of military needs. 

Throughout his discussion the comments of 
Devons have a familiar ring. There were the 
conflicts that raged with respect to whether the 
aircraft program should be based upon realistic 
estimates of existing capacity or upon target 
goals somewhat beyond these capacities. Devons 
considers: (1) the unreliability of manufacturers’ 
estimates of their own capacities and the prob- 
lem of developing statistical tools to provide in- 
dependent checks; (2) the difficulty of measur- 
ing spares requirements and subcontracting; 
(3) the attempt to relate aircraft production 
schedules to the “bottleneck” component item; 
(4) disagreements between engineers, concerned 
with achieving technical perfection, and plan- 
ners more interested in aircraft producibility; 
(5) the problem of determining which com- 
ponents should be government or contractor 
furnished; and (6) the casual decisions which 
sometimes formed the basis for carefully con- 
sidered, long-range planning programs. 

In view of the broad scope of industria] plan- 
ning and the admittedly modest aims of Devons, 
it would be captious to note all the major phases 
of aircraft planning that are not covered. Never- 
theless, it is difficult to understand such sig- 
nificant omissions as the failure to refer to the 
learning curve in his discussion of labor require- 
ments and his virtual complete disregard of the 
materials and machine tool phases of the over- 
all program. As far as it goes, however, the book 
is an admirable chronicle of the personal reac- 
tions of an acute economic analyst to British 


wartime planning of aircraft production. Per- 
haps its greatest contribution to the field of in- 
dustrial planning is the repeated evidence fur- 
nished of the necessity for developing a separate 
government department endowed with powers 
to plan and co-ordinate the full scope of the air- 
craft production program. It was not easy to 
win acceptance of this viewpoint in the United 
States, and many self-termed “‘realists’’ prob- 
ably still view with skepticism the planning ac- 
tivities of our present government agencies. 

SipNEY M. RoBBINs 
University of Toledo 


La Physiocratie sous les ministéres de Turgot et de 
Necker (1774-1781). By GrorGES WeEv- 
LERSSE. Paris: Presses Universitaires de 
France, 1950. Pp. xvi+374. Fr. 800. 

In the Foreword to Le Mouvement physiocra- 
tique en France (de 1756 @ 1770), published in 
1910 in two long volumes, Weulersse wrote that 
he was planning to write the remainder of the 
history of the Physiocrats. It was not, however, 
until shortly before his recent death that he ac- 
tually finished the three manuscripts which, 
when published, will bring his account of the 
Physiocrats down to the year 1792. 

The present volume, the first of these manu- 
scripts selected for publication, tells the story of 
the resuscitation of physiocracy under Turgot 
and its subsequent relapse under Necker. Publi- 
cation of the two remaining manuscripts is prom 
ised. The gap from 1770 to 1774 will be closed 
when La Physiocratie a la fin du régne de Louis 
XV appears. Epilogue, another expected vol 
ume, will span the interval from 1781 to 1792. 

The contents of the volume just published are 
divided into two unequal parts. The longer part 
covers Turgot’s ministry. It is longer because, 
in a limited sense, the Physiocrats were in the 
saddle during Turgot’s ministry and were defi- 
nitely out of it under Necker’s administration. 
Turgot was a demi-disciple whose right-hand 
man was Du Pont de Nemours. During Turgot’s 
time in office most of the members of the School 
were publishing; the Nouvelles éphémérides éco- 
nomiques appeared, and the Abbé Roubaud di- 
rected the Journal de l’agriculiure, du commerce 
et des finances. The section devoted to Necker’s 
ministry is shorter, since what physiocratic ac- 
tivity survived Turgot’s fall was largely “under- 
ground”’ and since only Le Trosne was publish- 
ing. Much more space is used to examine the 
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ideas found in the writings of the School than is 
taken to survey their political activities. In ar- 
ranging the presentation of their ideas, Weu- 
lersse fell back on the same framework which he 
found satisfactory in 1910. For each ministry a 
separate chapter treats agriculture, prices, poli- 
tics, and philosophy and the attacks on, and 
defense of, the system. 

In other ways the style and plan of the vol- 
ume just issued are uniform with that of Weu- 
lersse’s earlier work. There are the same great 
usefulness and the same few limitations. One 
limitation is that there is no citation in the text 
or in the Bibliography of any writings about the 
Physiocrats published after 1910. This absence 
of reference to other studies is sure to annoy 
many readers, and perhaps it should. Yet 
Weulersse’s manner of presentation is itself 
somewhat of an excuse for lack of reference to 
recent writers; for it makes concern with the 
result of other studies unnecessary, if not even 
superfluous. Weulersse’s method, both in the 
present work and in that of 1910, is to restrict 
his account to what the Physiocrats thought 
and did and to exhibit their thought and actions 
very largely in direct quotations taken from 
their writings. Consequently, the writing in both 
his books on the Physiocrats is approximately 
one-fifth his own, and four-fifths direct quota- 
tions from works of the eighteenth century. 
Weulersse’s own writing is principally intro- 
ductory, transitional, and background material. 
Selection and editing were a difficult task which 
required the use of considerable judgment and 
skill but which did not necessarily entail men- 
tion of other writers’ studies. The present vol- 
ume lacks the index and the chapters containing 
conclusions which were found in the earlier 
study. : 

Weulersse’s latest book is immensely helpful 
if for no other reason than that it collects in 
convenient form a great deal of inaccessible ma- 
terial and arranges it handily in a form which 
ought to satisfy any moderate curiosity one 
might have about the Physiocrats between the 
years 1774 and 1781. Irrespective of any short- 
comings the volume may have, it will probably 
be a long time before anything better comes 
along. And, until it does, this book will be the 
standard reference on physiocracy for the period 
1774-81, just as the two-volume work of 1910 
has been standard for the last forty years on the 
period 1756-70. 

R. S. Howey 
University of Kansas 
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Urban Mortgage “ending by Life Insurance Com- 
panies. By R. J. SAULNIER. New York: 
National Bureau of Economic Research, 
1950. Pp. xxi+180. $2.50. 


Most losses on real estate loans have been 
due to the time at which they were made. This 
scholarly analysis of urban mortgage loan ex- 
perience in the period from 1920 to 1946 gives 
exact data on the relationship between losses in 
mortgage investments and the falling rea] estate 
prices between 1929 and 1933. If there were 
periodic real estate cycles, an experience table 
might be developed which would allow for losses 
due to these declines and which would require 
higher interest rates or lower loan value ratio on 
the eve of a drop in prices. However, after the 
cycle of 1918 to 1933 followed its expected 
course, the trends in real estate prices, mort- 
gages, new construction, foreclosures, and rents 
from 1933 to 1951 failed entirely to conform to 
the traditional pattern. Instead of reaching a 
peak in 1943 and then declining, which would 
be eighteen years after the peak of ccustruction 
in the United States in 1925, residential con- 
struction attained an all-time high in 1950, with 
1,400,000 units started. Continued inflation and 
the controls of a more or less permanent war 
economy may prevent the recurring liquidation 
of real estate that once was associated with the 
gold standard and the periods of overbuilding 
followed by depression. 

Professor Saulnier’s thorough study of the 
timing of real estate loans, accordingly, does not 
furnish the valuable guide for future life insur- 
ance loan policy that it would have provided if 
the so-called “eighteen-year real estate cycle” 
had not skipped a cycle or fallen behind on its 
schedule. 

This monograph is a definitive work on the 
recent experience of life insurance companies in 
mortgage loans. The author analyzes lending 
costs and returns, shows the effect of the wide- 
spread use of the amortized mortgage, and gives 
the gains or losses realized from foreclosed 
properties. 

This study is an outstanding contribution in 
the real estate mortgage field and is an auspi- 
cious beginning for a series of studies in real es- 
tate financing by the National Bureau of Eco- 
nomic Research. 

Homer Hoyt 


Larchmont, New York 
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The Population of India and Pakistan. By 
KINGSLEY Davis. Princeton: Princeton Uni- 
versity Press, 1951. Pp. viii+ 263. $7.50. 


This excellent volume, the fruit of eight 
years’ work largely at Princeton’s Office of 
Population Research, is indispensable for those 
concerned with the past and future of this dense- 
ly populated subcontinent. It can be strongly 
recommended also to all who seek ways to raise 
levels of living in areas where the masses of 
people are extremely poor. 

The work is an important “contribution to 
the sociology and economics, as well as to the 
demography” of this area (p. 3), though eco- 
nomic aspects are least fully explored. In the 
first five parts the author discusses the over-all 
picture, the fight against death, human fertility, 
natural increase, and migration. In Part VI he 
treats various aspects of social structure and 
social change: urbanization; education, lan- 
language, and literature; castes; religion; par- 
tition; and economic achievements in agricul- 
ture and industry. Tables, charts, and maps are 
numerous and helpful. The final somber chapter 
deals with “Population Policy and the Future.” 

In the main, the book deals with the com- 
bined populations of the now separate nations of 
India and Pakistan. But chapter xx deals with 
the background and process of partition and 
with the population and resources of the two 
parts as of 1949. 

The author makes extensive use of census 
and other statistics, mostly through 10941. 
These, despite manifold shortcomings, he finds 
more abundant and more usable than for “any 
country of equal backwardness” (p. 4). His 
analyses and interpretations are supplemented 
by estimates that take account of defects in the 
data. His significant additions include Indian 
Life Tables for 1911-21, the decade of the 
devastating influenza epidemic, and 1931-41, a 
rare decade unmarred by major famine or severe 
epidemic. Even in 1931-41 life-expectancy at 
birth (males, 32.1 years; females, 31.4) was one 
of the lowest among all countries on record in 
recent years (pp. 63-65). 

For centuries the population of the subconti- 
nent grew very slowly. Ancient India (300 B.c.) 
is thought to have had a population of 100-140 
million. Scattered subsequent estimates as late 
as 1845 fall within this range. These pre-census 
estimates are deemed too low, for they imply an 
“incredibly rapid” rate of growth from 130 mil- 


367 


lion in 1845 to 255 million in 1871—the author’s 
adjusted figure for the results of the first census 
(pp. 24-27). Slow, irregular growth from 1871 
to 1921, averaging 1 million a year, was followed 
by phenomenal growth in 1921-51, averaging 
more than 4 million a year. The rate of growth 
in 1921-41, 1.2 per cent per year (p. 28), is omi- 
nously high. The recent rapid increase was due 
mainly to the notable achievement of virtual (if 
possibly temporary) elimination of major popu- 
lation setbacks. 

The crude death rate fell from over 40 per 
1,000 in most of the years 1881-1921 to an av- 
erage of about 30 in 1940-46 (p. 37). The birth 
rate, despite a recent tendency to decline, re- 
mained so high that the excess of births over 
deaths widened. 

Extreme poverty has characterized India for 
so long that descriptions in the 1620’s have con- 
tinued to sound up to date (p. 205). The “means 
of subsistence” or “standard of living” have 
long seemed to be at “rock bottom” (p. 211) 
an illusion, in my opinion. It is not clear that 
output has kept pace with population growth. 
Yet several indicators point to slight gains in the 
level of living in the past thirty to fifty years 
(pp. 205-6). 

The grim prospect of substantial further 
population expansion, as preventable diseases 
are brought under increasing control, leads the 
author to consider whether recurrent famines 
and epidemics may not be more a blessing 
than a curse (pp. 223-24). The outlook for ex- 
tension of birth contro] is poor; rapid industriali- 
zation and urbanization cannot be expected; 
and emigration is “a weak reed”’ to lean upon 
(pp. 224-30). He outlines a threefold population 
policy (p. 230) but does not expect its adoption. 
On the whole, he concludes that “the demo- 
graphic situation. . . will get worse before it gets 
better’’ (p. 231), and this understates his pessi- 
mistic position as to future decades. 

There is no adequate summary of Britain’s 
enormous contributions to India’s economic, po- 
litical, and social development, which permitted 
the vast population increase and paved the way 
for self-government. By emphasizing criticisms 
of the British regime (pp. 216-18), the author 
even leaves a biased impression. The severe 
handicaps imposed on the two new nations by 
partition and nationalistic decisions are only 
partially brought out. Little attention is given to 
experiments and “pilot” operations in “social 
engineering,” which seem to offer some promise 
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in this area and elsewhere. But such shortcom- 
ings, and such errors as critical readers may find, 
are small blemishes on an admirable work. 


Joseru S. Davis 


Food Research Institute 
Stanford University 


The Transportation Industries, 1889-1946: A 
Study of Output, Employment, and Productivi- 
ty. By HAROLD BARGER. New York: National 
Bureau of Economic Research, 1951. Pp. 
xvi+ 288. $4.00. 


This is primarily a statistical study of the 
output, employment, and productivity per 
worker for transportation industries in the 
United States from 1889 to 1946. It should be 
observed that it is a study not of transportation 
as such but only of the concerns which sell trans- 
portation service. It is therefore a study of for- 
hire transportation only, except in the case of 
water transportation, where private and for-hire 
transportation statistics cannot be separated. 
In highway transportation, however, the sta- 
tistics used exclude the private or not-for-hire 
transportation by motor truck as well as trans- 
portation by private automobile. 

The rather startling statement that in 1939 
waterways accounted for as many ton-miles of 
freight as all the other transportation agencies 
combined is to be explained by the fact that wa- 
terway traffic includes private as well as for-hire 
transportation and includes, in addition to 
coastwise, intercoastal, Great Lakes, and inland 
waterway traffic, the traffic between the United 
States and the noncontiguous territories of 
Puerto Rico, Hawaii, and Alaska and also inter- 
national shipping when carried in American-flag 
vessels. 

Separate indexes of freight and passenger 
service are constructed. A combined index of 
passenger and freight traffic is obtained by 
weighting passenger-miles by average revenue 
per passenger-mile and freight ton-miles by 
average revenue per ton-mile, using 1939 reve- 
nue figures. 

An appendix discusses the statistical prob- 
lem of constructing an index of output of non- 
homogeneous commodities or services. The use 
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of physical output weighted by prices of the dif- 
ferent products is defended. Consistency with 
this principle would have required a weighted 
index of freight ton-miles in the study. Lack of 
ton-mile data broken down by commodities 
transported and by length of haul forced the au- 
thor to use an unweighted index of railroad 
freight service output. He concluded that this 
gives an upward bias of 5—10 per cent in the in- 
dex of railroad freight service. 

The study shows that combined freight and 
passenger traffic of all transportation agencies 
quintupled between 1889 27d 1939 and almost 
doubled again between 1939 and 1946. 

The study of the productivity of labor in the 
transportation industries seems to be the most 
significant contribution of the volume. The au- 
thor finds that between 1889 and 1939 output 
per worker in the transportation industries 
tripled, with an average annual rise in output 
per employee of between 2.1 and 2.2 per cent. 
A further increase in productivity per worker 
occurred between 1939 and 1946, but, because 
1946 conditions were not representative, no 
generalizations are made about recent growth 
in productivity. The average annual rate of in- 
crease in productivity appears to have been 
larger in transportation than in any other major 
industry except mining, when mining is taken 
to include oil and gas wells. 

Compared with the 2.2 per cent annual in- 
crease in output per worker between 1889 and 
1939 in transport industries as a whole, the rail- 
road industry showed an annual increase of 1.9 
per cent; water transportation, an increase of 
2.9 per cent. More rapid increases in productivi- 
ty have occurred in the newer forms of trans- 
port, namely, pipelines and airlines. Data are 
not available for accurate measurement of pro- 
ductivity in intercity trucking, but the author 
ventures the guess that there has been an in- 
crease in productivity in this industry at least 
as great as that which occurred in the other 
transportation industries. 

As noted, the statistical series ends with 1946, 
the first year following World War II. If, at 
some later date, the series could be extended to 
include several postwar years, it would be well 
worth the effort. 

D. Purttrp LOCKLIN 


University of Illinois 





BOOKS RECEIVED 


Albrecht, Karl. Probleme und Methoden der wirt- 
schaftlichen Integration. (“Kieler Vortriige,” No. 
1.) Kiel: Instituts fiir Weltwirtschaft an der Uni- 
versitaét Kiel, 1951. Pp. 25. DM. 1.50. 

Alpert, Paul. Twentieth Century European Economic 
History. New York: Henry Schuman, 1951. Pp. 
xiv+ 466. $6.00. 

Ardant, Henri. Technique de la banque. Paris: 
Presses Universitaires de France, 1951. Pp. 136. 
Ausubel, Herman (ed.). The Making of Modern Eu- 
rope, Book I: The Middle Ages to Waterloo; Book 
II: Waterloo to the Atomic Age. New York: Dryden 
Press, 1951. Pp. viii+ 575; viii+ 605. $2.90 per vol. 

Bettelheim, Charles, et al. Problémes monétaires con- 
temporains. Paris: Librairie Armand Colin, 1951. 
Pp. 179. 

Bloomfield, Arthur I., and Jensen, John P. Banking 
Reform in South Korea. New York: Federal Re- 
serve Bank of New York, 1951. Pp. 107. 

Brems, Hans. Product Equilibrium under M ono polis- 
tic Competition. Cambridge, Mass.: Harvard Uni- 
versity Press, 1951. Pp. viii+ 253. $4.50. 

Burns, Arthur F. Looking Forward (31st Annual Re- 
port). New York: National Bureau of Economic 
Research, 1951. Pp. 60. 

Carr, Robert K., ef al. American Democracy in The- 
ory and Practice. New York: Rinehart & Co., 1951. 
Pp. xiii+ 1094. $5.00. 

Chang, Tse Chun. Cyclical Movements in the Balance 
of Payments. New York: Cambridge University 
Press, 1951. Pp. x+ 224. $3.75. 

Conference on Research in Income and Wealth. 
Studies in Income and Wealth, Vol. XIII. New 
York: National Bureau of Economic Research, 
1951. Pp. xiv+ 587. $6.00. 

Delavignette, Robert. Freedom and Authority in 
French West Africa. New York: Oxford University 
Press, 1951. Pp. vii+152. $2.50. 

Derber, Milton (ed.). Proceedings of the Third Annu- 
al Meeting. Chicago: Industrial Relations Re- 
search Association, 1951. Pp. ix+ 388. 

Dimock, Marshall E. Free Enter prise and the Admin- 
istrative State. University, Ala.: University of Ala- 
bama Press, 1951. Pp. x+179. $2.50. 

Dimock, Marshall Edward, and Dimock, Gladys 
Ogden. American Government in Action. Rev. ed. 
New York: Rinehart & Co., 1951. Pp. xvi-+ 1004. 
$5.00. 

Dolan, Paul. The Organisation of State Administra- 
tion in Delaware. Baltimore: Johns Hopkins Press, 
1951. Pp. 154+ xv. $2.50. 

Engelmann, Fritz. Der Kampf gegen die Monopole in 
den U.S.A. Tiibingen: J. C. B. Mohr, 1951. Pp. 
xvii+198. DM. 22. 


Farias, Eduardo Arcila. Comercio entre Venesuela y 
México en los siglos XVII y XVIII. Napoles, 
Mexico: El Colegio de México, 1950. Pp. 324. 

Ginzberg, Eli, e¢ al. Occupational Choice: An Ap- 
proach to a General Theory. New York: Columbia 
University Press, 1951. Pp. viii+ 271. $3.75. 

Graf, Willi. Der Aussenhandel swischen marktwirt- 
schaftlich organisierten und sentralgeleiteten Volks- 
wirtschaften. Zurich: Polygraphischer Verlag 
A.-G., 1951. Pp. 190. Swiss Fr. 12. 

Harrod, Roy. And So It Goes On: Further Thoughts 
on Present Mismanagement. London: Rupert 
Hart-Davis, Ltd., 1951. Pp. 192. 6d. 

Hart, Albert G. Defense without Inflation. New York: 
Twentieth Century Fund, 1951. Pp. xiv+186. 
$2.00. 

Hulburd, David. This Happened in Pasadena. New 
York: Macmillan Co., 1951. Pp. x+ 166. $2.50. 
James, Clifford L., et al. Economics: Basic Problems 
and Analysis. New York: Prentice-Hall, 1951. Pp 

xxiii+ 611. $4.50. 

Kellenberger, Eduard. Volkswirtschaftliche Irrtiimer 
und Fehlgriffe, Band I: Sparen, Krisen und Voll 
beschiftigung. Bern: A. Francke Verlag, 1951. Pp. 
272. Swiss Fr. 14.50. 

Kiekhofer, William H. Economic Principles, Prob- 
lems, and Policies. 4th ed. New York: Appleton- 
Century-Crofts, 1951. Pp. xix+957. $5.00 

Lecuna, Vicente (comp.). Selected Writings of 
Bolivar. 2 vols. New York: Colonial Press, 1951. 
Pp. lii+ 355; xiii+ 463. 

Lerner, Abba P. Economics of Employment. (“Eco- 
nomics Handbook Series.”) New York: McGraw- 
Hill Book Co., 1951. Pp. xv+ 397. $4.00. 

Lester, Richard A. Labor and Industrial Relations: A 
General Analysis. New York: Macmillan Co., 
1951. Pp. x+413. $4.25. 

Macdonald, Lois (ed.). Current Issues in Social Se- 
curity. New York: Graduate Division of Public 
Service, New York University, 1951. Pp. 147. 

MacNiece, E. H. Production Forecasting, Planning, 
and Control. New York: John Wiley & Sons, 1951. 
Pp. xiii+ 305. $5.50. 

Metzdorf, Hans-Jiirgen. Bestimmungsgriinde des 
Trinkmilchverbrauchs. (“Hefte fiir Landwirt- 
schaftliche Marktforschung,” Heft 5.) Berlin: 
Verlag Paul Parey, 1951. Pp. 82. 

Mintz, Ilse. Deterioration in the Quality of Foreign 
Bonds Issued in the United States, 1920-1930. New 
York: National Bureau of Economic Research, 
1951. Pp. xi+ 100. $2.00. 

Mitchell, Broadus, ef al. Basic Economics. New 
York: William Sloane Associates, 1951. Pp. vi+ 
502. $3.75. 


369 





37° 


Mitchell, Wesley C. What Happens during Business 
Cycles: A Progress Report. (“Studies in Business 
Cycles,” No. 5.) New York: National Bureau of 
Economic Research, 1951. Pp. xxxi+ 386. $5.00. 

Morgenthau, Hans J. (ed.). Germany and the Future 
of Europe. Chicago: University of Chicago Press, 
1951. Pp. viii+ 180. $3.50. 

Morley, Felix. The Foreign Policy of the United 
States. (“National Economic Problems,” No. 440.) 
New York: American Enterprise Association, 
1951. Pp. 80. $0.50. 

Mueller, F. W., Jr. Money and Banking. New York: 
McGraw-Hill Book Co., 1951. Pp. xiii+ 820. $6.00. 

Muziol, Roman. Die Nachkriegsentwicklung des en- 
glischen Aussenhandels. (“Kieler Studien,” No. 5.) 
Kiel: Instituts fiir Weltwirtschaft an der Uni- 
versitit Kiel, 1951. Pp. 70. DM. 4.50. 

Myers, Charles A. Industrial Relations in Sweden. 
Cambridge, Mass.: Technology Press, 1951. Pp. 
vili+ 112. 

Numelin, Ragnar. The Beginnings of Diplomacy. 
New York: Philosophical Library, 1950. Pp. 372. 
$12.00. 

Nutter, Warren G. The Extent of Enterprise Monop- 
oly in the United States, 1899-1939. Chicago: Uni- 
versity of Chicago Press, 1951. Pp. xvi+16o. 
$4.00. 

Owen, Wilfred, and Dearing, Charles L. Toll Roads 
and the Problem of Highway Modernization. Wash- 
ington, D.C.: Brookings Institution, 1951. Pp. 
ix+ 204. $2.50. 

Oxenfeldt, Alfred R. Industrial Pricing and Market 
Practices. New York: Prentice-Hall, 1951. Pp. 
xii+602. $4.75. 

Parks, Wallace J. United States Administration of 
Its International Economic Affairs. Baltimore: 
Johns Hopkins Press, 1951. Pp. xxv-+ 315. $5.00. 

Perlo, Victor. American Imperialism. New York: In- 
ternational Publishers, 1951. Pp. 256. $2.75 

Plum, Lester V., and Humphrey, Joseph H. Jnvest- 
ment Analysis and Management. Chicago: Richard 
D. Irwin, 1951. Pp. xiii+664. $5.50. 

Record, Wilson. The Negro and the Communist Party. 
Chapel Hill, N.C.: University of North Carolina 
Press, 1951. Pp. x +340. $3.50. 

Reyes, Jorge Espinosa de los. Relaciones econémicas 
entre México y Estados Unidos, 1870-1910. Mexi- 
co, D.F.: Nacional Financiera, S.A., 1951. Pp. 189. 

Riesenfeld, Stefan A., and Maxwell, Richard C. 
Modern Social Legislation. Brooklyn: Foundation 
Press, 1950. Pp. xxviii+ 911. $8.50. 

Romeuf, Jean. L’Entreprise dans la vie économique. 
Paris: Presses Universitaires de France, 1951. Pp. 
128. 

Ross, Alf. Constitution of the United Nations: Anal- 


BOOK RECEIVED 


ysis of Structure and Function. New York: Rine- 
hart & Co., 1951. Pp. 236. $3.00. 

Rottenberg, Simon. Labor Cost in the Puerto Rican 
Economy. Rio Piedras, P.R.: Labor Relations In- 
stitute, University of Puerto Rico, 1950. Pp. 66. 

Saloutos, Theodore, and Hicks, John D. Agricultural 
Discontent in the Middle West, 1900-1939. Madi- 
son, Wis.: University of Wisconsin Press, 1951. 
Pp. viii+ 581. $6.75. 

Schumpeter, Joseph A. Ten Great Economists. New 
York: Oxford University Press, 1951. Pp. xiv+ 
305. $4.75. 

Schwartz, Harry. Russia’s Soviet Economy. New 
York: Prentice-Hall, 1951. Pp. xxvi+ 592. $6.65. 
Shannon, Fred Albert. America’s Economic Growth. 
3d ed. New York: Macmillan Co., 1951. Pp. x+ 

967. $6.00. 

Soltau, Roger H. Introduction to Politics. New York: 
Longmans, Green & Co., 1951. Pp. ix+ 328. $3.25. 

Spring, Gerald M. The Return from Babel. New 
York: Philosophical Library, 1951. Pp. xxvi-+ 188. 
$3.50. 

Sprout, Harold, and Sprout, Margaret. Foundations 
of National Power. 2d ed. New York: D. Van Nos- 
trand Co., 1951. Pp. xxiv+ 810. $6.90. 

United Nations. Demographic Yearbook, 1049- 
50. (“United Nations Publications,” No. 
1951.XIII.1.) New York: Columbia University 
Press, 1951. Pp. 558. $6.00. 

Waite, Warren C., and Trelogan, Harry C. A gricul- 
tural Market Prices. 2d ed. New York: John Wiley 
& Sons, 1951. Pp. ix+ 440. $5.25. 

Wander, Hilde. The Importance of Emigration for the 
Solution of Population Problems in Western Eu- 
rope. The Hague: Martinus Nijhoff, 1951. Pp. 55. 
Gld. 2.75. 

Weintraub, Sidney. Income and Employment Analy- 
sis. New York: Pitman Publishing Corp., 1951. 
Pp. xi-+ 239. $3.00. 

Wilson, T., and Andrews, P. W. S. (eds.). Oxford 
Studies in the Price Mechanism. New York: Ox- 
ford University Press, 1951. Pp. xv+ 274. $4.25. 

Witney, Fred. Government and Collective Bargaining. 
New York: J. B. Lippincott Co., 1951. Pp. viii+ 


741. 

Witte, Edwin E. Five Lectures on Social Security. 
Rio Piedras, P.R.: University of Puerto Rico, 
1951. Pp. 74. 

“Zeitschrift des Instituts fiir Weltwirtschaft an der 


Universitit Kiel,” Weltwirtschaftliches Archiv, 
Band LXVI, Heft 1. Hamburg: Hoffmann & 
Campe Verlag, 1951. Pp. 209. 

Zimmermann, Erich W. World Resources and Indus- 
tries. Rev. ed. New York: Harper & Bros., 1951. 
Pp. xvi+ 832. $7.50. 





The American Economic Review 


June, 1951 





Volume XLI CONTENTS 





Some Aspects of Welfare Economics . A.C. Pigou 
The State of Welfare Economics ‘ee eee ee a ee a Tibor Scitovsky 
Some Notes on Mr. Hicks and History ar ae a . . WW. Rostou 
American Business Cycles 1865-79 . ; 2 & — Rendigs Fels 
The Multiplier Time Period ._ . a ts ad ae . Gardner Ackley 
New Ideas in International Trade Theory SP ee M4; R.W. Stevens 
Wage Determination in the Steel Industry > Ea a A cee ne ta oe) Albert Rees 
COMMUNICATIONS 
Notes on the Dollar Shortage: 

A Comment . Tote te hek. ha fe) tM ea cae ae ee Thomas Balogh 

Rejoinder ‘ a. hee R ~~ W. F. Stolper 
Trade and Investment i in Underdeveloped Areas: 

es - Gigs eta bh oe « & « « 6.4 a ® w % A. N. McLeod 

Reply ; ee se oe ar H. W. Singer 
Factor Demand with Variable Cooperating Factors ; E. C. Budd 
Evropean and American Economics  Orar ed ee ’ Richard Kerschagl 
Addendum to Report on Teaching Economics : W. W. Hewett 

Reviews of Books, Titles of New Books, Periodicals, Notes 


The AMERICAN ECONOMIC REVIEW, a quarterly, is the official publication of the American 
Economic Association and is sent to all members. The annual dues are $6.00. Address editorial 
communications to Dr. Paul T. Homan, Editor, American Economic Review, University of Cali- 
fornia, 325 Bus. Admin. and Econ. Bldg., 405 Hilgard Avenue, Los Angeles 24, California; for 
information concerning other publications and activities of the Association, communicate with 
the Secretary-Treasurer, Dr. James Washington Bell, American Economic Association, North- 


western University, Evanston, Illinois. Send for information booklet. 








ECONOMETRICA 


JOURNAL OF THE ECONOMETRIC SOCIETY 


Contents of Vol. 19, No. 3, 
July, 1951, include: 


Ross M. Roperrson: Jevons and His Precursors 

Kenveta J. Annow, Taropore Hargis, ann Jacos 
Marscuak: Optimal Inventory Policy 

Gerarp Desrev: The Coefficient of Resource Utilization 

Hersert A. Simon: A Formal Theory of the Employment 
Relationship 

Rosert Sotow: A Note on Dynamic Multipliers 

Jcuian L. Houier: Note on the Inversion of the Leontief 
Matrix 

Report of the Chicago Meeting, December 27-30, 1950 

Book Reviews, Letter to the Editor, Announcements of 
Meetings 


Published quarterly 
Subscription to Nonmembers: $9.00 per year 


Econometric Society is an international society for 
the ad f theory in its relation to sta- 


ol 
tistics and mathematics. 


Subscriptions to Econometrica and inquiries about the 
work ofthe Society and the proved in mf 
| should be addressed to William B. Simpson, Secre- 
tur The Econometric a Society, The University of Chicago, 

cago 37, Lilinois, U. 











THE ECONOMIC JOURNAL 


The Quarterly Journal of the Royal 
Economic Society 





JUNE 1951 
Twenty Years Ow: A Sunver or rae Taeory oF rae 
MULTIPLIER G. L. 8. Shackle 
Nores on Traps Crcie Tarorr R. FP. Harrod 
Home anv Export Trave.. 4. P. Barker and R. F. Kahn 


Sours Arrica’s BaLance or ParMents and — STERLING 
Arna, 1939-50 . N. Franklin 
Passencer Roap Transport anno THe Transport Act 


1947, wirn Particu.ar Rererence To yw Norta 
East or EnGianp . M. Milne 


A Nore on “Risk anv THe Copwes Tazoneu”™ 
P. K. Newman 

Tus Economic Position oF rae Borpars ann Corrans oF 
THe Domespay Boo« R. Lennard 





Reviews— Notes and Memoranda— Current Topics 
Recent Periodicals ond New Books 
MACMILLAN & CO., LTD., LONDON, W.C. 2 
Applications for Fellowship to Secretary, 

Royal Economic Society, 4Portugal Street, W.C. 2 


Anneal Subscripten— £1 100 
Life Compositios— £22 10 0 














THE CANADIAN JOURNAL 
OF ECONOMICS 
AND POLITICAL SCIENCE 


The Quarterly Journal of the Canadian 
Political Science Association 





Vol. XVII, No.2) CONTENTS May, 1951 





The Life and Work of John Rae . . R. Warren James 


Ministerial Control of the British Nationalised Industries 
Frank Milligan 


Bentham's Ideal Republic Thomas P. Peardon 


The Present System of Local Government in Canada: Some 
Problems of Status, Area, Population, and Resources 
K. Callard 
Notes and Memoranda, Review Articles, Reviews, Bibliog- 
raphy of Canadian Economics 


Annual subscriptions, $4.00 
Single copies, $1.00 
Subscriptions may be sent to 


THE UNIVERSITY OF TORONTO PRESS 


TORONTO, CANADA 


THE SOUTH AFRICAN JOURNAL 
OF ECONOMICS 














Bditore: C. 8. Ricnanps (Managing Editor) 
W. J. Bosscmav H. M. Rosgarson 


Contents of Volume 19, Number 1 
March, 1951 

Gop anv THe Return To THE lpEaAs OF im Law 

harles Rist 

Tue Price or Gotp anv Irs PLace IN aecenas 
Tugory . P. FP. D. Wallis 

Keynesian VIEWS ON THE = Puce or » Gouw 

W. J. Busschau 

Tue Anoio-American Counct, on Propvuctivitr: 
A Cuat.ence To Government anp Manace- 
ment (Review Article) . . 1.8. 

VariaBLe Costine: AN Arp To Manacuwent (Part I) 

Z. 8. Gurzynaki 

Tue Bavance or Parments or Sov sonny RHODESIA, 
1946-49 G. Irvine 

Reviews: Union Orrictat Pvusiications: 4 oes 
Periopicats anp New Booxs 

Single conten at 7s. 6d. per copy, obtainable from the 
Central News Agency Ltd. and all leading book- 
sellers. 

Overseas y-~ for subscriptions £1.5.0 per annum and 
single copies (7s. 6d. each) Messrs. Staples Press 
Ltd., Mandeville Place, London W.1. 

Subscriptions to the Journal £1.5.0 per annum and en- 
uiries re advertisement tariffs to the Secretary, 

0. Bor 5316, Johannesburg. 


MESSRS. STAPLES PRESS LTD. 
Mandeville Place 
London, W.1 











Now Available to Subscribers: 





MICROFILMS 


THE JOURNAL OF POLITICAL ECONOMY 


We are pleased to announce that complete volui:es of the Journal of 
Political Economy may now be obtained in a single roll of positive micro- 
film on adequately labeled metal reels at a cost of approximately one- 
fourth of a cent per page, which is about equal to that of preserving them 
in conventional library binding. Sales will be restricted to those subscrib- 
ing to the paper edition, and the film copy will be distributed only at the 
completion of the volume year, which ends with the December issue. 


Inquiries should be directed to 


UNIVERSITY MICROFILMS 


313 NORTH FIRST STREET 


ANN ARBOR, MICHIGAN 
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